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Turning the Corner 


By the middle of May, business trends had assumed a more 
or less typically seasonal pattern. The sharp declines of the 
preceding ten months had ended—at least for the time. 

The end of the decline still leaves plenty of questions about 
the last half of 1954. But in one respect, the stability of 
business in April and May constitutes an important historical 
fact: ‘‘For the second time in five years, a sharp, short-term 
cycle in inventory has failed to set up the conditions of general, 
cumulative recession.” 

For a compact review of this aspect of the last ten months, 
see “End of a Trend,” starting on the next page. 


A New Tool for the Analyst 


Forecasting the course of business trends is probably the 
most vital but difficult job in economic analysis. So many 
factors affect cyclical movement that any attempt to call the 
turns is fraught with danger. 

However, a new tool for simplifying the confusion of perti- 
nent facts has been found in the study of cyclical diffusion. 
“A measure of diffusion reveals how widespread or limited 
the forces of expansion or contraction are, and may fore- 
shadow the coming economic trend.” 

The statistical procedures involved in measuring diffusion, 

and the light the figures throw on business trends, are dis- 
cussed in “Cyclical Diffusion,” starting on page 227. 


French Gold Hoarding Wanes 


“In place of their sterile investments in gold, people are 
now seeking productive investments. The assets of firms no 
longer include the hidden reserve of metal which was so often 
a source of worry during the early postwar years. The assets 
have now been reconstituted, the gold hoard has been re- 
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placed by productive working capital, and the need for mod- 
ernizing plant and equipment is pressing more and more on 
capital resources.” These are observations of a bank econo- 
mist, made in Paris, following a long downward course of 
gold prices which brought them near the Banque de France 
buying rate. For an extended analysis of the world gold 
situation today, turn to page 241. 


Nothing's Sure But... 


Companies that budget and accumulate funds to pay taxes 
aren’t too upset by the acceleration of corporate income tax 
payments under the Mills Plan. But many others are finding 
it hard to keep pace with the speed-up schedule, which re- 
quired them to pay 45% of their 1953 taxes on March 15, 
with another 45% due on June 15. Forced to borrow or to 
get along on depleted working capital, they would like to go 
back to the old system of four equal payments and a whole 
year to pay. 

Instead, the new tax revision bill proposes that they go 
forward, with a new acceleration schedule. By 1960, com- 
panies would be back on the four equal payments basis, but 
would be estimating their income taxes and paying half of 
them before the end of the current year. The opinions of 
business executives on this proposal, and on the Mills Plan 
experience to date, are given in the survey report on page 244. 


Profits at Present 


Corporate profits went up with the boom in the first half 
of 1953, and shrank in the business sag that began in the 
middle of last year. Early reports indicate that the current 
picture is a potpourri of declines and advances, with tax 
relief largely responsible for improvements that have oc- 
curred. For an analysis of corporate earnings experience, see 
“The Profits Picture,” beginning on page 238. 


END OF A TREND 


Inventory Adjustment Has Failed to Trigger a General Recession 


temptation to say that the ten-month inven- 
tory recession is over, or, at any rate, that the 
crisis is well past. 

As of the middle of May, end-product demand on 
the part of consumers, business and government ap- 
pears to be on a plateau, and the rate of planned 
inventory liquidation has begun to dwindle. Indus- 
trial production has stopped falling, and it is probable 
that personal income itself has stabilized. 

In fact, the characteristic rhythm of an inventory 
cycle seems to be in an upward phase. While inven- 
tory itself is still draining off rapidly, new orders of 
manufacturers have been rising for three months, and 
sales rates turned upward in March. For most manu- 
facturing industries, inventory-sales ratios are in a 
stage of improvement as stocks fall and sales volume 
rises. (For a description of the reverse condition of 
six months ago, see “The Progress of Liquidation,” 
The Business Record, March, 1954, page 98.) The 
danger that business confidence might be badly shaken 
by very high levels of inventory-sales ratios is accord- 
ingly lessening, and the danger that confidence might 
be shaken by a progressive weakening in prices has 
not materialized. 

Assuming that a contraction arising in inventory 
policy is about over, there remain, of course, several 
large questions about the trend of business in the last 
half of the year. Has inventory adjustment alone 
built a base for a new advance? What kind of ad- 
vance, if any, can be expected in today’s markets? 
In the light of the seven years of almost uninterrupted 
boom that preceded this contraction, in the light of 
the essentially artificial stimuli to which the boom 
owed many of its most dazzling performances, and in 
the light of a possible future course of the defense 
market in particular,! one is certainly entitled to 
retain doubts about the next few years, much less 
the next six months. 

But these doubts should not obscure what may be 
an historical fact of the first importance about the 


O: THE BASIS of current news, there is a strong 


1Over the past month, developments in Indo-China have partially 
reshaped the defense outlook. But it may be worth noting that any 
proposed upward revision in security outlays (no revision has been 
officially proposed) must meet an intense budgetary issue. Under 
current tax law and at the current level of defense spending, federal 
operations are showing a deficit, on an accrual basis, of over $10 
billion a year. See Business Record, April, 1954, p. 138. 


postwar United States economy. For the second 
time in five years, a sharp short-term cycle in inven- 
tory has apparently failed to set up the conditions of 
general, cumulative recession. And this time (un- 
like 1949) the absence of cumulative effects cannot 
simply be attributed to the presence of war backlogs 
in consumer durables industries. The experience of 
the past ten months adds some further weight to an 
already respectable hypothesis; namely, that since 
1929 the severity of the business cycle has come to be 
directed more and more at inventory change, and 
less and less at final demands. (See chart, page 223, 
and discussion on pages 6 and 7 of the Business 
Record, January, 1954.) 


THE MISSING REPERCUSSIONS 


In early April, The Economist, a British weekly 
that keeps a knowing eye on United States business, 
had this to say about the 1953-1954 recession: 


“The current recession, if it is one at all, is certainly 
not behaving as it was expected to. The originating cause 
—which is pretty generally accepted to be the excess 
inventories—created a number of pockets of primary 
unemployment, which has been, and is, quite heavy in a 
number of American localities. According to the rules, 
this primary loss of income should have given rise to 
secondary difficulties, which in turn would affect still 
wider circles and so on until the ‘multiplier’ had ex- 
hausted its effect. But it is not happening. The normal 
repercussions are not repercussing. There is the primary 
fall in incomes, and the process stops at that.” 


At the time The Economist tackled its subject, it 
could have had few figures on business conditions 
in 1954. In late May, with the benefit of first-quarter 
data, and some early returns on the second quarter, 
the main characteristics of the 1953-1954 recession 
emerge as (1) a very sharp decline in production, 
accompanied by (2) almost no decline in income. 
The “rules” of the cumulative business cycle thus 
seem to have been violated at a very early point in 
the process: that is, in the income consequences of 
falling production. 

While the industrial production index has declined 
fully 11% from its July peak, personal income has 
fallen less than 2%. All of the decline in income has 
occurred in commodity-producing industries, which 
account for about 30% of total personal income, but 
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STATISTICS IN THREE RECESSIONS 


The Basic Indicators 
Per cent change 


in Gross Product Components 
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even here the proportionate decline was only about 
7%. Within manufacturing industries, which form 
the major subcomponent of commodity-producing 
industries, and account for about 21% of total in- 
come, the decline in actual payrolls over the past ten 
months has amounted to 8%. By progressively nar- 
rowing the base of the comparison to the area most 
affected by the decline in production, a percentage 
change in income almost equal to the percentage 
change in output itself can be found. This is The 
Economist’s “primary fall in incomes.” But measured 
in dollars, it has been notably small—so small that 
the automatic rise in unemployment compensation 
has offset fully 30% of it. 

Almost all of the remaining gap was closed by tax 
reduction; the net effect on the flow of spendable in- 
come in the consumer sector has been negligible. A 
full accounting of the change in disposable income 
between its peak in July of 1953, and its level in 
March, 1954, indicates the following (all figures at 
annual rates) : 


Billion 
Decline in income payments.................. $6.4 
Rise in social security tax payments........... 0.5 
Gross decline in income payments.............. 6.9 
Rise in unemployment compensation........... 22 
Decline in personal income tax liability.......... 3.8 
ESTRUS heal 75 i gg rages a 5 6.0 
Net decline in disposable income............... 0.9 


If personal spending is viewed as a function of in- 
come, it is thus not at all surprising that “secondary 
difficulties” in the form of cumulative reductions in 
consumer outlays have not arisen. While the composi- 
tion of aggregate spending has changed, with goods 
accounting for a somewhat smaller proportion of the 
total and services a somewhat larger proportion, the 
total declined less than 0.5% between the third 
quarter of 1953 and the first quarter of 1954. No fur- 
ther decline, and perhaps a modest rise, has occurred 
thus far in the second quarter. 

Moreover, the peak of the 1953 expansion occurred 
at a time when the personal saving rate was already 
relatively high.1 Since the peak, the saving rate has 
actually risen rather than declined—so much so that 
if the current rate were reduced by the amount of 
the personal tax reduction effective January 1, the 
remaining saving would still be in excess of what 
used to be considered a normal proportion of income. 
In the past, declines in personal disposable income 
have been absorbed in part by a decline in the sav- 
ing rate. This suggests that if recession were now to 
go still deeper, for reasons other than inventory policy, 


1The saving rate tends to be high near the peak of a boom, because 
investment activity, of which personal saving is a partial reflection, 
is usually high. See “Saving, Liquid Assets and the Consumer 
Market,” Technical Paper No. 3, THe Conrerence Boarp, 1954. 
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a substantial cushioning effect is still available in 
the personal sector. 

In the business sector, a different process, but 
yielding the same happy results, has been at work. 
Corporate earnings, before taxes, have declined rela- 
tively sharply over the past nine months, but the 
cash position of aggregate business has evidently im- 
proved, rather than deteriorated. Depreciation al- 
lowances are providing an increased flow of funds. 
Corporate liquidity, as measured by the ratio of cash 
and government securities to current liabilities, has 
improved rapidly during the course of inventory 
liquidation. And as in the personal sector, tax reduc- 
tion has cushioned the decline in income. While the 
actual dimensions involved in these trends over the 
past nine months will not be clear for several more 
months—hbecause of lags in the data—they certainly 
help to explain why, in the midst of recession, capital 
spending plans have remained high and the rate of 
corporate dividend payments has actually risen. 


WHY THE STABILITY 


In assessing the reasons for the stability of final 
demands of general business, in the face of ten months 
of inventory recession, tax reduction should probably 
be accorded considerable importance. How tax re- 
duction has influenced the market demands of con- 
sumers and business in the particular circumstances 
of early 1954 will be an appropriate subject for full- 
scale research for some time to come. But it might 
be suggested now that it has, first, bolstered consumer 
durables buying by middle and upper-income groups. 
Witness the fact that while credit buying in these 
markets has fallen fully 25% below early 1953, the 
cash market has evidently experienced no contraction 
at all. In the last four months of this year, when 
OASI tax payments will have been completed by the 
bulk of lower-income spending units, a further stimu- 
lus to both cash and credit markets could materialize. 
This would be, of course, a delayed reaction to the 
personal income-tax cut. 

Secondly, it has provided business with a sudden 
expansion of unit after-tax margins at a time when 
unit sales were falling. By so doing, it has provided 
corporations with at least part of the funds to meet 
a recognized need for modernization in the competi- 
tive situation that now faces most industrial com- 
panies. 

Together with the fact that at 1953 tax rates the 
Federal Government inevitably bore a large share of 
any decline in personal and corporate incomes, tax 
reduction has shifted a large part of the burden of 
recession out of the private sector and into the gov- 
ernment fiscal accounts. 

Personal income after taxes is still virtually where 
it was at the peak of the boom, thanks in part to tax 
reduction. Thanks largely to tax reduction, corporate 


226 


earnings reports for the first quarter were good 
enough to provide a new stimulus for a market that 
had already been advancing rapidly for six months. 
But federal tax liabilities are now accruing at an 
annual rate some $10 billion below a year ago. To- 
gether with a multitude of smaller or less precisely 
measurable countercyclical activities—unemployment 
compensation, support of farm commodities, sup- 
portive stockpiling of nonferrous metals, and pro- 
gressive loosening of the money market—the total 
responsibility of government for the stability of busi- 
ness in early 1954 can hardly be considered minor. 

It may also be that asset holdings of consumers and 
business have, under present circumstances, pro- 
vided a kind of balance wheel for durables demand. 
For the past nine months, liquid asset holdings of 
individuals have continued to rise sharply, while 
prices have changed little. In 1949, the rate of addi- 
tions to liquid assets declined sharply, while prices 
fell. In both cases, however, the result was a marked 
increase in the purchasing power of liquid asset re- 
serves in the personal sector. 

Finally, the combined automatic and ad hoc activi- 
ties of government, and the liquid asset position of 
consumers and business, may have had a continuing 
beneficial effect on expectations. One of the striking 
findings of surveys of the last nine months has been 
the almost continuous optimism of businessmen them- 
selves. 


HOW MUCH RECOVERY? 


This much said, it is worth stresssing that the ele- 
ments in 1954 business conditions, which more or less 
immunized the demands of consumers and business 
from the effects of inventory adjustment, do not 
guarantee that a sharp upturn such as followed the 
1949 recession is inevitable. They do not even guar- 
antee that no further decline will develop late in 
1954, although they have greatly reduced the proba- 
bility of sharp decline. 


1949, AND NOW 


In the 1949 contraction, personal incomes were 
somewhat more seriously affected than in 1954, and 
disposable personal income showed a decline of al- 
most 4%. In the face of this decline, personal con- 
sumption expenditures, especially for the supposedly 
sensitive durables, actually rose, with the result that 
the personal saving rate contracted sharply. The 
weak markets in 1948-1949 were mainly in pro- 
ducer durables, where outlays declined more than 
10% between late 1948 and mid-1949. New construc- 
tion activity also declined moderately in the same 
period. These two investment forms, taken together, 
have not declined at all thus far in the 1953-1954 
recession, while personal spending has lacked the 
dynamic strength it displayed in 1949: it has been 


supportive, rather than a positive stimulant. This 
time, the strength in final markets has been broadly 
distributed, whereas in 1949 it was heavily concen- 
trated in the consumer sector (including residential 
building). The strength of investment activity in 
1954, and its weakness in 1949, again suggests the 
influence of the 1954 corporate tax cut; only indi- 
viduals benefited in the 1948 tax bill. 

In this sense, that recession has been limited to 
inventory in 1954 is even more impressive than it was 
in 1949. By the same token, however, while the pros- 
pect of an upturn could be envisioned for all sectors 
in 1949, it is mainly in personal spending that any 
marked increase in demand seems at all likely now. 
What is frequently overlooked in the experience of 
1948-1950 is that while consumer demand, particularly 
for durables, was very well maintained during the 
recession, and may have been largely responsible for 
terminating it, it did not dominate the ensuing recov- 
ery. New construction expenditures increased 30% 
from the third quarter of 1949 to the second quarter 
of 1950. Outlays for producer durables rose about 
20% in the same period. Between the fourth quarter 
of 1949 and the second quarter of 1950, the rate of 
business investment in inventory, measured in dollars, 
rose four times as rapidly as the rate of personal 
spending for goods. Even in the face of the mass 
distribution of the national service life insurance divi- 
dend in early 1950, investment, rather than consump- 
tion, provided the 1950 recovery with much of its 
energy—until the beginning of the Korean scare-buy- 
ing wave. 

In the atmosphere of mid-1954, it has remained 
difficult for most analysts to foresee a new boom in 
investment activity (including investment in inven- 
tory), or in residential construction. At least for the 
next year, any recovery that emerges out of the 1953- 
1954 inventory recession seems likely to take its 
dimensions from the behavior of the American con- 
sumer. 

Apert T. Sommers 
Division of Business Economics 


Business Book Shelf 


Marketing Channels—A series of writings devoted to de- 
scribing and explaining the channels by which manufac- 
tured products flow from production to consumption. The 
book is divided into three parts. Part I traces the develop- 
ment of marketing channels from colonial days to the pres- 
ent. Part IT focuses upon the channels used in marketing 
selected manufactured products, while Part III covers 
channel policies from the viewpoint of the individual com- 
pany. Included in this section is a chapter on the effect 
of federal legislation on marketing channels. Edited by 
Richard M. Clewett. Richard D. Irwin, Inc., Homewood, 
Illinois, 1954. $6. 
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CYCLICAL DIFFUSION 


A New Tool for Studying Business Trends 


which began in the summer of 1953, the two 

most frequently asked questions probably 
were: How steep will the decline be? How long will 
it last? More recently, as some slackening has devel- 
oped in the rate of inventory liquidation, and as sea- 
sonal upturns in construction and agriculture tem- 
pered the severity of the decline, the recurring ques- 
tions have been: Is this as deep as it will go? Is a 
business revival in the offing? 

Whether couched in the drear language of last win- 
ter or in the optimism of this spring, the questions 
involve two elusive characteristics of a business cycle, 
namely its amplitude and the timing of its turning 
points, which are much more readily determined in 
retrospect than in prospect. There is a third charac- 
teristic of business fluctuations, however, which is 


D URING the course of the business recession 


susceptible of current measurement and can be useful. 


in appraising the economic trend as it evolves. This 
third characteristic is the degree of diffusion, at any 
moment of time, in the fortunes of business establish- 
ments, industries, and geographic regions. A measure 
of diffusion reveals how widespread or limited the 
forces of expansion or contraction are, and may fore- 
shadow the coming trend of economic activity. 


TIMING, AMPLITUDE, DIFFUSION 


In recent years, research at the National Bureau of 
Economic Research has focused upon patterns of 
cyclical diffusion, and suggested their close inter- 
connection with the timing and amplitude of business 
cycles. A study of corporate profits revealed fluctua- 
tions, paralleling those in general business activity, 
in the percentage of companies with rising profits. It 
also disclosed that the quarter in which the largest 
percentage of companies realized rising profits pre- 
ceded the peak in general business activity, and that 
the quarter in which the smallest percentage of com- 
panies realized rising profits preceded the trough in 
general business activity.t 

More general insight into the interrelation of cycli- 
cal timing, amplitude, and diffusion is provided by 
the National Bureau in a collection of time series 
representing a wide range of business activities. Diffu- 

1Thor Hultgren, “Cyclical Diversities in the Fortunes of Industrial 


Corporations,” National Bureau of Economic Research, Occasional 
Paper 32, 1950, p. 5. 
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sion among 794 time series—covering production, 
employment, prices, financial activity, ete —was chart- 
ed over the course of past cyclical fluctuations in the 
United States. When business cycles are marked off 
into an initial trough, expansion, peak, contraction, 
and terminal trough, the percentage of the 794 series 
that are rising follows the pattern of the cycle, but 
with a notable tendency to lead at the turning points. 
Rising series are most numerous (84% of the total 
number) between the middle and final thirds of ex- 
pansion, and decline in number (to 74%) by the time 
general business activity reaches its peak. The num- 
ber of rising series falls off sharply during the con- 
traction and is at a minimum (18%) between its 
middle and final thirds. However, at the trough of 
the cycle, the number of rising series has increased 
(to 32%) and continues to grow in number during 
the ensuing expansion. 

These percentages present a pattern of diffusion 
which is strikingly related to cyclical timing. How- 
ever, the pattern of diffusion is an average pattern. 
The degree of diffusion varies from business fluctua- 
tion to business fluctuation, and is apparently closely 
related to the amplitude of cyclical swings. For five 
business contractions during the interwar period, the 
proportion of the series studied by the National 
Bureau that were declining three months after the 
downturn ranged from 53% to 71%. The largest per- 
centage occurred in 1929; the smallest in the modest 
recession of 1926. In each case, the proportion of 
declining series in the early months of recession 
indicated the severity of the contraction that was to 
follow.” 

The picture of cyclical diffusion which emerges from 
these studies is fairly clear: 


“Rising series are only a thin majority at the beginning 
of a business expansion. Their number swells as aggregate 
activity increases, though expansion reaches its widest 
scope not when aggregate activity is at a peak, but perhaps 
six months or a year earlier. In the neighborhood of the 
peak, crosscurrents are the outstanding feature of the 
business situation. Once the economy is on the down- 
grade, the number of expanding activities becomes smaller 


1Wesley C. Mitchell, ““What Happens During Business Cycles,”’ 
National Bureau of Economic Research, 1951, p. 52. 

2Arthur F. Burns, “Business Cycle Research and the Needs of 
Our Times,” 33rd Annual Report, National Bureau of Economic 
Research, 1953, p. 13. 


PRODUCTION, PRICES, DEPARTMENT STORE SALES 


Predicted by Average Diffusion Curves . . . 
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THEIR MOVEMENTS SINCE THE END OF THE WAR 
. . » Traced Out by Cumulative Diffusion Curves 
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and smaller, though the scope of expansion does not shrink 
indefinitely. Perhaps six months or a year before the 
aggregate reaches a trough, the proportion of contracting 
activities is already at a maximum; thereafter, the majority 
of contracting activities dwindles, while the minority of 
expanding activities becomes even stronger and before 
long becomes the ruling majority. .. . 

“The ‘unseen’ cycle in the distribution of cyclical expan- 
sion and contractions within an aggregate tends to throw 
its shadow before the movements of the aggregate. .. .”* 


Any attempt to translate a measure of diffusion, 
constructed currently, into a forecast of economic 
trends must proceed with caution. Disparate move- 
ments among the many parts of the economic system 
should of course be expected during those periods 
which represent transition from expansion to contrac- 
tion or contraction to expansion. But it is far less 
certain that short-term movements in a measure of 
diffusion will unfailingly predict major cyclical swings, 
than that the course of business cycles will invariably 
be impressed upon the measure of diffusion. 


MEASURES OF DIFFUSION 


In building a current measure of diffusion, THE 
Con¥FERENCE Boarp has first constructed test measures 
around the components of three familiar economic 
aggregates.? These are the Federal Reserve index of 
industrial production, with its twenty-four component 
industries; the Bureau of Labor Statistics’ wholesale 
price index, with its fifteen commodity groups; and the 
Federal Reserve index of department store sales, with 
its twelve regions. 

In measuring diffusion within the production index, 
the month-to-month movement (seasonally adjusted) 
in each of its component industries was indentified 
as + (rising) or — (falling). The direction of change 
in each month was then weighted by the number of 
months of consecutive rise or fall up to that point 
(i.e., +3 denoting a month of increase following two 
previous months of increase; — 1 denoting a month of 
initial decline following a month of increase) .2 The 
entries for the twenty-four component industries were 
then averaged for each month to yield a time series 
from 1947 to the present. (For example, an average 
duration of run of +3 implies that the industries 
making up the industrial production index had been 
rising on the average for three months without inter- 
ruption; some industries, of course, may have declined 
in that month and been offset by others expanding for 


tArthur F. Burns, “‘New Facts on Business Cycles,” in The Frontiers 
of Economic Knowledge, 1954, pp. 113-4, 131. 

*For a fuller description of methods of measuring cyclical diffusion, 
see Geoffrey H. Moore, “Statistical Indicators of Cyclical Revivals 
and Recessions,” National Bureau of Economic Research, Occasional 
Paper 81, 1950, especially Appendix A. 

*Weights were limited to +6 in order to avoid sharp discontinuities 
when a series turned up (+1) after prolonged decline (more than -6) 
or turned down (-1) after prolonged expansion (more than +6). 


more than three months. An average duration of run 
of —1 implies that the component industries as a 
whole have just turned down, although some con- 
tinued upward movements may have been offset by 
earlier and continuing declines.) 

A parallel measure of diffusion was constructed by 
cumulating the average durations of run. The cumula- 
tive series depicts the scope of expansion or contrac- 
tion in industrial production in terms of a broadening 
or narrowing of diffusion among its component indus- 
tries. (If a month with average duration of run of 
+3 is followed by another month of +3, the cumula- 
tive series becomes +6, denoting continued, equal 
expansion; followed by +1, the cumulative series be- 
comes +7, denoting continued, but decelerated expan- 
sion; followed by —1, the cumulative series becomes 
+6, representing a turn toward contraction.) 


CYCLES IN PRODUCTION, PRICES, SALES 


Similar measures of diffusion were constructed for 
wholesale prices and department store sales.1 The 
average and cumulative diffusion curves appear in 
the accompanying charts, plotted against their respec- 
tive aggregates. A comparison of the three cyclical 
characteristics—the timing and amplitude of fluctua- 
tions in the aggregate, and the diffusion among its 
components—can be made directly from the charts. 
In the case of industrial production, the cumulative 
curve traces out smoothly the cyclical configuration 
of the Federal Reserve index. It reflects the 1948-1949 
recession, responds to the 1949-1950 revival and 
Korean mobilization, lags with the sloughing off of 
activity during 1951-1952 (but is relatively insensitive 
to the steel strike in the summer of 1952), then rises 
and declines with the industrial production index in 
1953. In contrast to the congruity of the cumulative 
curve, the average curve—which actuates the cumula- 
tive curve—shows clear evidence of leading the pro- 
duction index at turning points. The average curve 
was pointed downward well before the October, 1948, 
peak, and led the July, 1949, trough by three months. 
It turned down in the summer of 1950 and up again 
in the summer of 1951, in each case well in advance of 
the production index, although the vigor of the 1950- 
1951 decline in the diffusion index belied the modest 
reduction in output. It turned down most recently in 
December, 1952, and the relatively sharp drop during 
1953 predicted the contraction in industrial production 
which began last August. 

The wholesale price curves tell much the same story. 
The average-duration-of-run curve, based on the di- 
rections of change in the prices of fifteen major com- 
modity groups, tends to lead, and propels the cumula- 


_ "Because of erratic fluctuations in department store sales, the 
directions of movement for the regional components were based on a 
two-month comparison rather than a month-to-month comparison. 
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Business Fluctuations—Forecast by Changing Patterns of Diffusion 
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tive curve along the path marked out by the price 
index. From mid-1952 to mid-1953, however, the 
rising average-run curve forecast an advance in whole- 
sale prices while they remained remarkably stable. 
(Only recently have wholesale prices inched upward.) 

Although less convincing than the production and 
price pictures, the department store curves do show 
the same tendency for cyclical timing, amplitude, and 
diffusion to be related. The highly erratic movements 
of the average-duration-of-run curve, however, make 
it almost impossible to identify cycles without waiting 
for confirmation from the cumulative curve. 

The evidence contained in these three comparisons 
is only partially reassuring. The cumulative curves, 
which purport to trace out the scope of fluctuations in 
industrial production, wholesale prices, and depart- 
ment store sales through cyclical changes in the dif- 
fusion of their components, parallel the indexes closely. 
However, conformity is not perfect: at least one 
spurious movement in a cumulative curve has no 
counterpart in its aggregate. The average-duration- 
of-run curves show a decided tendency to lead the 
indexes at turning points—a significant property of 
the measure of diffusion itself, since the components 
are in no sense leading indicators—but their fluctua- 
tions are not regular, making identification of cycles 
uncertain, and the amplitudes of their swings are 
imperfectly correlated with the amplitudes of the 
indexes. 


BUSINESS INDICATORS 


In considering a measure of diffusion in general 
business activity, selection of representative statis- 
tical indicators poses an early and major problem. 
The following twelve series have been selected here 
both for their relative economic importance and their 
general conformity to business cycles: 


e Residential construction contract awards; 

e Nonresidential construction contract awards; 

¢ New orders for manufacturers’ durable goods; 

e Average weekly hours in durables manufacturing; 

e Average weekly hours in nondurables manufac- 
turing; 

e Steel ingot production; 

e Paper and allied products production; 

e Textile mill products production; 

e Freight car loadings; 

e Sensitive commodity prices; 

e Industrial stock prices; 

e Business failures. 

Indexes of diffusion were constructed in the same 


manner as described above. However, in determining 
the direction of movement in a given month, moving 


totals of varying duration were used to smooth the 
series, the duration depending upon how erratic each 
series was during the postwar years. In the case of 
textile production, direct month-to-month compari- 
sons were made. A three-month moving total was 
applied in three instances (residential construction 
contract awards, paper and allied products production, 
and sensitive commodity prices); four-month moving 
totals were applied to two series (nonresidential con- 
struction contract awards and average hours in non- 
durables manufacturing) ; five-month moving totals to 
two series (average hours in durables manufacturing 
and stock prices); a six-month moving total to new 
orders for manufacturers’ durables; and seven-month 
moving totals to three series (steel ingot production, 
freight car loadings, and business failures). Business 
failures was treated as an inverted series, each rise 
counting as a decline. While the smoothing process 
introduces a certain lag in the diffusion index, this lag 
is offset to some extent by the fact that the twelve 
series themselves are “leading” indicators in the course 
of cyclical fluctuations. 


The resulting indexes are plotted on the accom- 
panying chart against private gross national product 
and bank debits outside New York, two broad aggre- 
gates which can be used as indicative of the timing 
and amplitude of postwar business fluctuations. 


It will be noted that the average diffusion index 
leads the 1948 downturn by almost a year, and the 
1949 revival by about half a year. The character of 
1951-1952, however, takes on a quite different appear- 
ance in the two broad aggregates than in the diffusion 
indexes. “Outside” debits leveled off early in 1951, 
and held to a plateau until late in 1952, when defense 
spending and inventory accumulation led to quickened 
activity. Private GNP reached an interim peak in the 
second quarter of 1951, declined during the third 
quarter, then leveled off until it too responded late in 
1952. In contrast, the average diffusion index turned 
gradually down in mid-1950, indicating the leveling 
off that was to follow. However, it continued down 
sharply through most of 1951, presaging a decline in 
business activity which was hardly to become notice- 
able in the aggregates. By July, 1951, the average 
duration of run fell to —1 (e.g., the statistical indi- 
cators as a group started to decline) and the cumu- 
lative index turned down. Through the remainder of 
1951 and the first half of 1952, a “rolling readjustment” 
within the various sectors of the economy held private 
GNP and “outside” debits on an even keel.1 The 
“rolling readjustment” also made for widely dispersed 
movements among the statistical indicators and re- 
strained the diffusion index until late in 1952, when it 
began to move up. Finally, a renewed decline in the 


1See THE CoNnFERENCE Boarp’s “Business Outlook, 1958,” for a 
full discussion of “rolling readjustment” in those years. 
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average-run curve in the spring of 1953 heralded the 
business recession of last summer. 

The average diffusion index hit its low in December, 
1953, and has been moving upward through April, the 
latest month for which data are available. Neither 
the magnitude nor duration of the 1953 decline would 
seem to suggest a severe contraction in the making. 
And the recent upturn is compatible with either a 
leveling off of the current business decline or an 
incipient revival. However, the statistical indicators 
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as a group have only just begun to show more upward 
movements than declines; they have not yet yielded a 
positive diffusion index; and they are, on the experi- 
ence of the past, still highly vulnerable to reversal. It 
will require the evidence of several more months before 
the diffusion index can be interpreted, with real con- 
fidence, as indicating revival. 


Mitton Lipton 
Division of Business Economics 


FINANCIAL NOTES AND FOOTNOTES 


YEAR AGO this month the Board of Governors 

of the Federal Reserve System announced a sub- 
stantial reduction in the reserve requirements of mem- 
ber banks. At the time of the announcement, the 
Board offered this explanation: 


“This step was taken in pursuance of Federal Reserve 
policy, designed to make available the reserve funds 
necessary to meet the essential needs of the economy and 
to help maintain stability of the dollar. The reduction, 
releasing an estimated $1,156,000,000 of reserves, was 
made in anticipation of the exceptionally heavy demands 
on bank reserves which will develop in the near future 
when seasonal requirements of the economy will expand 
and Treasury financing in large volume is inescapable. 
The action is intended to provide assurance that these 
needs will be met without undue strain on the economy 
and is in conformity with system policy of contributing to 
the objective of sustaining economic equilibrium at high 
levels of production and employment.” 


By the date of this reduction in reserve require- 
ments, the system had already enlarged its holdings 
of Treasury bills by more than a billion dollars, and 
the indebtedness of member banks to the reserve 
banks had dropped drastically. 

Within a week or two of the action of the Board 
in the matter of the reserve requirements of the mem- 
ber banks, the Treasury offered $5.5 billion in tax 
anticipation certificates. 

The situation now existing is too obviously similar, in a 
number of respects, to that of last year to escape the 


attention of the public. It was, accordingly, more or 
less inevitable that reports long in circulation about 
further reductions in reserve requirements would gain 
in strength and in the credence given them. At any 
rate, the belief was fairly general late in May that such 
action would not be very much longer delayed, the exact 
date possibly depending in part at least upon the decision 


of the Treasury as to when it will undertake to raise the 
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five or six billion it expects to have to obtain from the 
public. 

The time has now nearly arrived when seasonal increases 
in business borrowing are to be expected. Generally 
speaking, the trend in this type of borrowing has been 
downward so far this year, and it is not altogether 
clear to what extent this movement will be reversed 
during the second half, but there is some evidence of 
a revival of borrowing. 

The fact is, however, that ease is definitely the leading 
characteristic of the money market situation at the present 


time. Federal funds are regularly well below the dis- 
count rate, which of course has been twice reduced 
during the past year. Free reserves on May 19 were 
$567 million as compared with a negative figure of 
$743 million just prior to the reversal of Federal 
Reserve policy a little more than a year ago. 

Time doubtless will tell more authoritatively what the 
effect of the reduction in the discount rate in London 


will be. Early developments seemed to cast doubt 
upon whether international repercussions would be 
particularly important. The situation which had 
developed in London had given rise to some unusual 
development prior to the discount rate change. 

As is well known, interest rates in London were 
definitely higher than in New York. For this and 
certain other reasons short-term funds had been 
moving into London from various other centers, in- 
cluding New York. 

From New York, owners of liquid assets were buying 
spot sterling and forward dollars, investing their sterling 
temporarily in British Treasury bills upon which a better 
return could be obtained than on United States Treasury 


bills. 


Ordinarily, under a gold standard of the pre-World 
War I type, such a movement of funds would drive 
sterling up to or above the gold point and the metal 
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would be shipped from New York, thus causing inter- 
est rates to harden here at the same time that they 
tended to soften in London. 

A different sort of system is in operation now. The 
British exchange control authorities are unwilling to 
have sterling move above a predetermined rate, but 
they have selected a method of controlling the situa- 
tion which does not involve gold shipments, and which, 
as recently managed, does not operate to tighten up 
the New York money in any marked degree. At times, 
as a matter of fact, it has apparently had quite the 
opposite effect. 

To put the matter briefly, the British authorities have 
permitted their holdings of dollars to accumulate rather 
than either to add to their gold holdings or to stimulate 
further increases in the price of sterling by converting 
them into pounds. 

To gauge the longer-run effects of this policy upon 
the money market in this country, it would be neces- 
sary to know a good deal more about the origin of 
these holdings than is now possible. Generally speak- 
ing, it seems likely that accumulation of deposits at 
the Reserve banks would tend to reduce member-bank 
reserves and thus tighten the money market, while 
reduction in these holdings by such steps as the pur- 
chase of United States Treasury bills would ease the 
position of member banks. 

A rising trend in both foreign deposits at the Federal 


Reserve banks and in foreign holdings of governments has 
been in evidence. In the weeks immediately preceding 
May 19, when settlement for newly subscribed Treasury 
obligations was expected to tighten the money market, 
foreign holdings of governments by the Federal Reserve 
banks for foreign account were gaining rapidly while 
foreign deposits at the Federal Reserve banks were de- 
clining. 

We thus find the unusual phenomenon of short-term 
funds flowing at the same time from New York to London 
and from London to New York, one movement in re- 
sponse to differing interest rates and one in defiance 
of such differential. 

There are, of course, a number of other reasons for 
the flow of shorter-term capital to London, but the 
likelihood appears small of it having a great deal of 
effect upon the money market here, although it could 
reduce interest rates in London. 

Freperick W. JoNES 
Division of Business Economics 


P.S.—By the end of May the bank rate in London 
and those of several leading financial centers on the 
continent of Europe had followed those of the United 
States to a lower level. The Treasury bill rate in 
London moved down correspondingly. Up to May 
26, however, foreign funds continued to flow into 
United States Treasury obligations. 


CONSUMER PRICE INDEX HITS PEAK 


HE CONFERENCE BOARD’S Consumer Price 

Index for ten United States cities reached a new 
high of 183.6 (January, 1939=100) in April, 1954. 
This peak is the result of a slight rise over March when 
the index stood at 182.9. The current index is 3.4% 
higher than a year ago when the April, 1953, index 
reached 177.6. Conversely, the purchasing value of 
the dollar declined to its lowest point, 54.5 cents (Jan- 
uary, 1939 dollar=100 cents) this month. This is a 
0.4% decline from the March figure of 54.7 cents and 
is 3.2% lower than April, 1953’s 56.3 cents. 

The food index also rose in April, hitting 227.0, an 
increase of 0.7% for the month and 1.4% for the year. 
This is the first increase in the food index since Janu- 
ary, 1954, when the index stood at 228.1. Food had 
declined slightly in February and March. 

Of the individual cities surveyed, Denver recorded 
the largest gain in its food index, a 2.3% rise from 
239.7 in March to 245.1 for April. Only Los Angeles 
showed a decline in food prices for the month (0.1%) 
from 216.1 in March to 215.9 for April. The other 
cities showed slight increases, with only Boston having 
no change. 


Of the individual items priced, beef showed spas- 
modic fluctuations. Pork, however, rose in price, with 
chops rising in all cities except Los Angeles and ham 
increasing in price in seven of the ten cities surveyed. 
Lard and lamb, too, rose significantly in nine cities. 
Poultry prices rose in all cities but Los Angeles. 

Dairy products, however, declined sharply in most 
cities with only fresh milk showing minor fluctuation. 
Butter dropped sharply due to the lowering of federal 
price supports. Cheese, eggs, and evaporated milk 
prices dipped also. 

In general, fresh fruits and vegetables increased in 
price with potatoes, carrots, lettuce, onions, apples and 
oranges rising in most of the cities. Bananas and spin- 
ach, on the other hand, declined moderately. 

Coffee continued its upward surge in all cities, with 
increases in tea prices following to a lesser degree. 

The housing index, based on residential rents, reg- 
istered a minor 0.1% increase over the month and 
now stands at 136.0. This is, however, a considerable 
rise (8.1%) over the April, 1953, housing index which 
was 125.8. Of the individual cities surveyed this 
month, Birmingham and Los Angeles declined 1.3% 
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and 0.3%, respectively, while Chicago’s housing index 
rose 1.1% and that of New Orleans, 0.5%. 

Clothing prices declined slightly, with the index 
falling from 148.2 in March to 147.7 in April, a drop 
of 0.3%. Of the cities surveyed, Philadelphia 
showed the largest drop (0.9%). Birmingham, Den- 
ver, Los Angeles, New Orleans, and New York also 
declined, while Boston’s and Chicago’s indexes rose 
slightly. Detroit and Indianapolis registered no 
change. Men’s work shirts increased in price in all 
cities, while work gloves showed some decline in most 
cities. Women’s handbags declined in every city. This 
drop can probably be attributed to the lowering of 
federal excise taxes in this period. 

The fuel index, which includes electricity and gas, 
dipped slightly to 138.8, a decline of 0.2% from 
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March’s 139.1. This decline was due mainly to sea- 
sonal adjustments in coal and fuel-oil prices. The 
current index is still 0.8% higher than that of a year 
ago when the index stood at 137.7. Birmingham 
recorded the largest monthly decline, a 7.8% drop to 
126.1 compared with 136.8 for March. Chicago, on 
the other hand, registered an increase of 2.1% over 
the index of 121.3 for March, reaching 123.9. This is 
due mainly to an increase in electricity rates in the 
area. 

Housefurnishings declined for the second straight 
month. The current index of 159.8 represents a 0.6% 
fall from 160.7 for March. Over the year the house- 
furnishings index has dropped 2.1%, more than any 
other component in the index. Boston showed the 
largest drop—2.4% for the month and 4.9% over the 
year. All other cities registered declines with the ex- 
ception of Birmingham and Chicago, where slight 
increases were counted. Household supplies such as 
detergents and soap flakes recorded significant in- 
creases in most cities over the past month. 

The sundries index continued its upward climb, 
again reaching a new high of 190.9. This is an in- 
crease of 0.4% over March (190.1) and a very impor- 
tant rise of 6.5% since April, 1953, when the index 
was 179.2. The individual city indexes for sundries 
rose from 1.1% for Detroit to 0.1% in Birmingham 
and Denver. Boston registered a minor decrease and 
New York was virtually unchanged. The over-all rise 
in sundries was lessened somewhat by sharp declines 
in all cities in prices of face powder and cold cream 
due, again, to reductions in the federal excise taxes. 
Movie admissions were a bit higher in Chicago over 


the month. 
JEROME GREENSTEIN 


Statistical Division 


Consumers’ Price Index for Ten United States Cities, and Purchasing Value of Dollar 
Index Numbers, January, 1939=100 


Weighted Clothing Fuel? House- Purchasing 
Date Average of| Food Housing! furnish- | Sundries | Value of 

ae Total Men’s Women’s Total Electricity Gas ings the Dollar 
1958 April)... 522..-.>:- 177.6 223.9 125.8 148.3 5 135.4 137.7 92.0 105.4 163.2 17922 56.3 
May ex «teers wee 178.4 225.0 129.1 148.4 9 135.3 134.5 92.0 105.4 163.1 179.3 56.1 
UME S vie cic ceteersaete cnc 179.7 228 6 129.4 148.5 0 135.3 134.5 92.0 105.4 162.3 179.5 55.6 
sD Uy omits: : «teins oe eeeses 181.1 231.1 130.3 148.3 6 135.4 135.4 92.0 105.6 162.4 180.6 55.2 
ANUPUSE. «2 Ge teers! 182.7 231.3 130.5 148.3 6 135.3 136.4 92.0 106.1 161.6 186.2 54.7 
September.......... 182.9 231.4 130.9 148 .6 1 135.5 136.6 92.0 106.1 161.7 186.2 54.7 
Octobers ica. cesnrr se 181.6 226.3 132.8 148.6 7 135.8 137.0 92.0 106.1 161.8 186.5 55.1 
November.......... 181.5 225.8 133.1 148.5 5 135.9 137.0 92.0 106.1 162.1 186.6 55.1 
December........... 181.2 224.0 133.3 148.5 5 135.9 137.0 92.0 106.1 161.7 187.4 55.2 
Annual average...... 180.0 QQ7 4 129.3 148.4 8 135.4 136.7 92.0 105.7 162.4 181.8 55.6 
1954 January............ 182.9 228.1 134.4 147.7 162.4 135.4 139.1 92.0 110.0 161.1 187.9 54.7 
February........... 182.5 225.8 135.3 147.7 162.2 135.5 139.2 92.0 110.0 161.3 188.7 54.8 
ATChis? 6 essere 182.9 295.5 135.8 148.2 162.9 135.8 139.1 92.0 109.9 160.7 190.1 54.7 
ADEM pe Sere ets 183.6 227 .0 136.0 147.7 163.1 134.8 138.8 93.0 110.3 159.8 190.9 54.5 

Percentage Changes 

Mar., 1954 to Apr., 1954...| +0.4 +0.7 +0.1 0.3 +0.1 0.7 —0.2 aioe | +0. 4 | 0.6 +0.4 0.4 
Apr., 1953 to Apr., 1954...| +3.4 +1.4 +8.1 0.4 0.2 0.4 +0.8 Sikes +4.6 iol +6.5 -3.2 


1Rents surveyed quarterly in individual cities 
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Includes electricity and gas 


CORPORATE FINANCING 


The Growth in Invested Capital 
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IN THE POSTWAR: YEARS 


Uses and Sources of Corporate Funds 


Total invested capital of American corporations (net worth plus 
ASAD SBA a long-term debt) at the end of 1953 was 79% higher than at 

the end of 1945 and 84% above 1939. While both stock- 

holders and creditors have increased their investments, creditors 
have invested at a faster rate than stockholders. Thus the ratio 
of net worth to long-term debt has fallen, although it is still 
well above its 1939 level. But the bulk of new corporate funds 
in postwar years has come from internal sources—retained earn- 
ings and depreciation. And the bulk of the new funds has 
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tile margin between costs and sales—reacted 
during the boom of early 1953, and during 
the downward trend of the last nine months? 

Department of Commerce data for all United States 
corporations show that corporate earnings, after taxes, 
rose moderately in the first half of 1953. They sub- 
sided in the third quarter of last year, and continued 
their decline to year end. As of this writing, incom- 
plete first-quarter earnings data indicate a mixed 
picture of declines and advances. The improvement 
in early 1954 is largely the result of tax relief. 

A Wall Street Journal sample of 338 firms placed 
first-quarter after-tax profits at 3% above year-ago 
levels; a National City Bank tally for 570 firms 
showed profits at 7% above year-ago levels. But in 
both tabulations, a wide dispersion appears in the 
experience of separate industry groups. Despite the 
rise in aggregate profits, more than two fifths of the 
twenty-four industrial groups covered in the Journal 
tabulation showed year-to-year profits declines, with 
a range of from 1% to 46%. Similarly, three-tenths of 
twenty-two industry groups in the National City re- 
port showed after-tax earnings down from 1953 (by 
8% to 35%). Even on the gain side, there was a wide 
scatter in profits experience. The three fifths of the 
Journal’s industry groups with 1954 profits advances 
showed gains ranging from 6% to 75% over 1953; 
the plus corporations in the National City tally 
showed increases ranging from 2% to 35%. 

The most dramatic increase for any group was 
shown in the Journal’s report for aircraft industries; 
the eight firms covered in the survey increased their 
first-quarter after-tax profits by 75% over the like 


[i HAVE corporate profits—the highly vola- 


THE 
PROFITS 
PICTURE 


period in 1953. Other industries that showed marked 
increases in both the National City and Journal tallies 
were paper and allied products, food products, petro- 
leum firms, building, electrical equipment, machinery, 
office equipment, and automobile manufacture. (For 
automobiles, the aggregates were dominated by Gen- 
eral Motors; smaller firms showed much less favorable 
patterns.) Sharp losses were shown for beverage 
industries, textile and apparel manufacture, and iron 
and steel industries. 

The diversity of industry experience in the first- 
quarter tabulations is an encouraging feature of the 
early profits reports: it is in sharp contrast to the 
almost uniform downward movement of the preceding 
quarter. The quarterly financial reports of the Securi- 
ties and Exchange Commission and Federal Trade 
Commission for manufacturing industries show after- 
tax net profits in the fourth quarter of last year below 
year-ago levels for all but one of the twelve durable 
groups. Transportation equipment (except motor 
vehicles and parts) was the only hard-goods category 
to buck the downturn. 

In nondurables, the picture at the close of 1953 was 
equally dismal. Only two of the eleven groups, 
petroleum refining and tobacco industries, reported 
after-tax profits ahead of year-ago levels. For tobacco 
manufacturers, the improvement was largely owing 
to the fact that sales in late 1952 were at lower prices; 
the trend from the third quarter to the fourth quarter 
was down, in violation of apparent seasonal patterns. 

The early profits tallies thus suggest that in the 
opening months of 1954 profits trends have moved 
from unanimously downward to mixed. However, 
these early reports are not necessarily an accurate 
representation of aggregate corporate experience. This 
is indicated by a comparison of the movements of the 
National City sample with those of the Department of 
Commerce series.1 

In 1952 and 1953, National City after-tax profits 


Conceptually, the two series are not exactly comparable. Com- 
merce adjusts its profits data to exclude depletion and certain non- 
operating earnings. However, while such adjustments affect the 
magnitude of the data, they should not alter the direction of quarter- 
to-quarter change. 
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totals for the 570 firms in its report moved with the 
inclusive Commerce series only a little better than 
half the time. Notably, National City compilations of 
fourth quarter 1953 profits showed a 4% increase over 
the preceding three months, while the Commerce 
series showed a 20% drop. The decline in Commerce 
data brought earnings in the fourth quarter of 1953 
below levels shown in the first three months of the 
year, while in the National City tabulations, earnings 
in the fourth quarter were still considerably above 
their first quarter level. 

The differences between the two series are explained 
in part by the heavy weighting of large firms in the 
National City sample. Data in the SEC-FTC quar- 
terly financial reports for manufacturing firms re- 
veal that during the major profits swings that have 
occurred since 1947, the fortunes of big business have 
not always paralleled those of smaller-size firms. These 
differences are most marked in comparisons of profits 
before taxes, although they apply equally to after-tax 
comparisons. 


EARNINGS BY CORPORATE SIZE 


In the year preceding the 1949 downturn, only the 
largest-size manufacturing firms increased their pre- 
tax earnings over 1947 levels. In 1948’s first quarter, 
only asset-size groups of $100 million and over experi- 
enced profit advances from year-earlier levels. In the 
second and third quarters, asset-size groups of $5 
million and over showed advances over the comparable 
period of 1947, while all others continued below year- 
earlier showings. Despite the onset of the downturn 
in the final quarter of 1948, firms with assets of 
$100 million or more continued their advance over 
year-ago earnings. The rate of increase slowed down, 
however, and in the first quarter of 1949 every asset- 
size group fell below prior-year figures. 

Small-size firms did not miss out completely in the 
profits expansion of 1948. For them, the increase took 
the form of a narrowing of the negative earnings dif- 
ferential between current and year-ago levels in the 
first three quarters of the year. At no time during 
the year, however, did small-size corporations exceed 
their 1947 earnings rate. 

The advance that occurred in the first half of 1953 
bears a strong resemblance to the 1948 profits expan- 
sion. In 1953, as in 1948, only the largest-size firms— 
corporations with assets of $5 million or more—showed 
pretax profits increases over the prior year. In no 
quarter of 1953 did smaller-asset groups exceed their 
1952 profits. As in 1948, the earnings expansion for 
these firms merely lessened the decline from preceding 
year levels. 

In consonance with the contraction in other business 
indicators, manufacturing profits moved downward 
beginning with the third quarter of last year. For 
firms in asset groups below $5 million, this downturn 
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took the form of a widening of the 1952-1953 profits 
gap. For larger-size firms, third-quarter profits con- 
tinued to exceed 1952 levels, but the margin of increase 
was reduced. In the fourth quarter, pretax earnings 
of all size groups shrank below their levels in the 
comparable period of 1952. However, the decline 
showed a smoothly inverse relation to asset size of 
firm: in proportion to 1952 profits levels, larger 
businesses experienced relatively smaller declines. 

The similarity of pattern between 1952-1953 and 
1948-1949 suggests that differences in experience of 
larger- and smaller-size firms may be characteristic 
of profits behavior at a business cycle turning point. 
Smaller-asset groups include many marginal firms. 
In the early stages of an upswing, such as in mid-1950, 
these marginal firms are likely to do relatively well. 
But as the upswing ages, the earnings experience of 
these firms evidently tends to become less favorable. 
They will thus pull down the profit totals of their size 
group as a whole. Larger-size firms tend to show 
less variation in earnings experience. Briefly, the 
earnings patterns of larger firms are apparently less 
cyclical.t 


EARNINGS BY INDUSTRY 


No direct cross-classification of data by size and 
industry is available in the SEC-FTC reports. On an 
industry basis, however, the 1953 advance over 1952 
was far more general than on an asset-size basis. In 
the first three quarters of 1953, both the durable and 
nondurable manufacturing sectors increased their 
pretax operating earnings over 1952. In nondurable 
industries, every category except paper and allied 
products and petroleum refining showed an increase 
over 1952 levels in the first quarter of last year. By 
the middle of the year, every industry group had raised 
its profits over the comparable period of 1952. Only 
three nondurable groups (textiles, apparel and leather 
firms) , showed a decline from 1952 levels in the third 
quarter of the year. 

As a group, durable manufactures showed a more 
consistent profits expansion in the first three quarters 
of last year, and profits in durables lines were up 
more sharply than in nondurables.? In the first quarter 


1Jt may also be that in the SEC-FTC type of asset-size classi- 
fication, the profits experience of larger firms contains an upward 
bias in the later stages of an earnings upswing. Favorable earnings 
promote expansion, and thus are themselves a determinant of cor- 
poration size. Aggressive firms near the upper margin of their asset- 
size classification may, as a result of high profits and expansion, 
cross over into the next higher asset group, while less successful 
firms will remain in the lower group. This process thus adds successful 
profits experience to the higher group totals, while unsuccessful 
experience remains imbedded in the lower asset-size group. Over 
the short run, however, such shifting is not likely to affect the data 
significantly. 

2Part of this increase was due to an exaggerated expansion, in the 
second and third quarters, of profits in primary iron and steel indus- 
tries. The 1952 comparison period was unusually low, owing to the 
steel strike in the middle of the year. 
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Year-to-year Change in Pretax Operating Profits of Manufacturing Firms 
(Quarterly, by asset-size group) 
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Data for 1947-1949 based on unrevised SEC-FTC series. 
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of the year every durables manufacturing industry, 
except lumber, primary nonferrous metals and non- 
electrical machinery, showed a profit increase over 
1952. Except for nonelectrical machinery, second- 
quarter profits for all durable groups either matched 
or exceeded 1952 levels. In the third quarter, the 
downturn was resumed in lumber industries, and in 
addition spread to furniture manufacture. 

The matching of industry data against size data 
indicates that industry change itself may have had a 
minor influence on the 1953 asset-group profits pattern 
described above. For example, in the nondurable 
group, apparel manufacturing, which showed a third- 
quarter decline from 1952 earnings levels, is composed 
principally of smaller-size units. However, since almost 
all manufacturing industries experienced profits ad- 
vances over 1952 levels at some time in 1953, and since 
only larger-size firms showed earnings increases over 
1952 at any time during 1953, it can be inferred that 


the size-group pattern was to a considerable degree 
independent of the industry pattern. 


EARNINGS AND SALES 


Behind the 1953 earnings ascent for large-sized firms 
was a dramatic climb in dollar sales. As a group, 
firms with assets of $100 million or more beat the 
records of the preceding two years. Companies in the 
$5 million to $100 million category increased their 
dollar volume over 1951 and 1952 in the first three 
quarters of last year, but fell below the preceding two 
years in the last three months of 1953. For smaller- 
sized firms, the sales picture was less favorable. Except 
for the $250,000 to $1 million group, sales fell below: 
1951 and 1952 throughout the year. 

The group experience of the $250,000 to $1 million 
firms illustrates the effects of rising costs on the profits. 
picture. For these companies, 1953 dollar sales ran 
ahead of year-ago levels in the first half of the year, 
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but a concomitant increase in costs pulled their oper- 
ating profits below 1952. For all manufacturing cor- 
porations combined, the ratio of pretax operating 
profit to sales has tended to fall since mid-1953. How- 
ever, the relative rise in operating costs has recently 
been offset, to a large extent, by the relief flowing from 
excess profits tax expiration. 


EFFECT OF TAX RELIEF 


The impact of tax relief on corporate profits is 
demonstrated dramatically by the National City 
first-quarter report for 505 manufacturing corpora- 
tions. Firms included in this sample experienced a 
17% decline from year-ago figures in earnings before 
taxes. After taxes however, first-quarter profits were 
7% ahead of year-ago levels. Because of the nature 
of the excess profits levy, the greatest benefit from its 
demise has accrued to firms whose earnings have 
advanced most rapidly in the postwar years. Never- 
theless, when grouped according to asset size, the 
aggregate tax rate in all but the smallest asset-size 
group! was well above the combined normal and 
surtax rate of 52%. The benefits of EPT-expiration 
thus seem to be widely distributed. 


1For very small corporations, with assets of under $250,000, 
the average tax rate was below the combined normal and surtax rate, 
but many of these corporations are not subject to the surtax rate. 
A large number of these smaller firms were doubtless in the EPT 
bracket during 1953. 
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How has the downtrend affected the financial posi- 
tion of United States corporations? As of the end of 
last year, the picture was good. Net working capital 
in the fourth quarter, though down from its third 
quarter peak, was still well above 1952 levels. United 
States firms as a whole were in a more liquid position 
than at any time during the past year and a half. 
With fourth-quarter inventory reduction, the ratio 
of cash and United States securities to current liabili- 
ties has risen, and further liquidation in recent months 
suggests that liquidity has continued to rise in 1954. 

Estimated net worth of all United States corpora- 
tions, as of the end of last year, was at an all-time 
high. While the relative increase in long-term debt 
outpaced the increase in net worth, return on stock- 
holders’ equity for the year as a whole was about equal 
to the return in 1952. (See charts, pages 236, 237.) 
Examination of quarterly SEC-FTC data for man- 
ufacturing firms indicates, however, that an advance in 
the first half of 1953 was responsible for the favorable 
showing of the year as a whole. In the third quarter 
of 1953, all but the largest-size manufacturing groups 
(those with assets of $5 million or more) showed de- 
clines from 1952 in the ratio of after-tax profits to net 
worth. By the close of the year, the ratios for all size 
groups had sunk below 1952 levels. 


BELLA SHAPIRO 
Division of Business Economics 


NEW ATTITUDE ON GOLD 


By H. Germain-Martin 
Director, Economic Investigation and Information Department, 
Banque Nationale pour le Commerce et I'Industrie, Paris 


For months Paris had been watching the price of gold 
go down, down, down. Many were asking how much 
further it was likely to go. But as the free market quota- 
tions approached the buying price of the Banque de 
France, Economist Germain-Martin, Director of the 
Economic Investigation and Information Department of 
the Banque Nationale pour le Commerce et |'Industrie 
in Paris, was able to discern more fundamental changes 
than greeted the eye of the ordinary observer. He sets 
forth some of his ideas in the following extract from "The 
Fall in Gold," an article appearing in the Quarterly Survey 
of the Banque de Bruxelles just arrived in this country. 


N PLACE of their sterile investments in gold, 
people are now seeking productive investments. 
The assets of firms no longer include the hidden 
reserve of metal which was so often a source of worry 
during the early postwar years. The assets have now 
been reconstituted, the gold hoard has been replaced 
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by productive working capital, and the need for 
modernizing plant and equipment is pressing more 
and more on capital resources. Even in agriculture, 
the cost of running the farm has called for the last 
gold piece to be emptied out of the woolen stocking. 

France, therefore, can no longer be considered the 
biggest absorber of gold in the whole world. It can- 
not be said that the market has lost its international 
standing, as did the great markets of the East, for 
the part it has played has never been a truly inter- 
national one. The fact remains that French demand 
has ceased to be a factor pushing the world price 
upwards; and, just as the French market was reaching 
saturation, the other great markets had come under 
the influence of various prohibitions. 

Thus China, which formerly absorbed enormous 
quantities of gold, has been closed by law against 
imports since the setting up of the Communist regime. 
In India, too, dealing in gold has been brought under 
regulation since 1947 and, though there is indeed an 
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official market, purchases outside India are prohib- 
ited. In Egypt, the market has been normalized by 
the new revolutionary government. This diminution 
in gold hoarding in various countries has resulted in 
falling prices in the world transit markets such as 
Hong Kong, Macao, Beirut and Tangier. There 
has emerged a tendency towards alignment on the $35 
per ounce parity laid down by the International 
Monetary Fund and actually in force in the United 
States since 1934. The premium, which had risen as 
high as $7 or $8 for European transit, for example, 
has now fallen to a few cents. 


RESULT OF LESS HOARDING 


Thus, since 1951, the French market has been in 
the same condition as other markets as a result of 
reduced demand. This has been partly caused by a 
reduction in private hoarding, in proportions which 
have perhaps been greater than those estimated for 
the world as a whole by the Bank for International 
Settlements. These estimates put the total at $321 
million in 1952 and $490 million in 1951; the reason 
for thinking the drop in France is proportionately 
greater arises from the exceptional importance of 
French hoarding. 

While the contraction in demand has been the main 
factor in the decrease in price, the structure on the 
supply side is of more permanent character. Gold 
production does not fluctuate much from year to year, 
and it is reasonably constantly spread over the differ- 
ent sources. 

World production in 1953, excluding the U.'S.S.R., 
was 24.5 million ounces, a figure differing little from 
the 24.6 million ounces of 1952 and the 24 million 
ounces of 1950. The amount of the Russian produc- 
tion is still unknown; it has been estimated by the 
Bank for International Settlements at 4 million 
ounces per annum, but may well be very much 
larger; a recent report by the American Chamber of 
Mines puts it at 9 million ounces in 1952, thus ranking 
it in order of importance second only to the Union of 
South Africa. 

The marketing of Russian gold has given rise to a 
good deal of conjecture since it first began finding its 
way into European markets on a large scale. Accord- 
ing to Messrs. Samuel Montagu & Company, a million 
ounces were sold during 1953 in the free markets and 
a further 2 million ounces were bought directly by 
the Bank of England. The scale of future deliveries 
cannot be forecast, but they may well expand in line 
with the trade done with the U.SS.R. 

In France, the arrival of Russian metal in the 
market gave rise to a number of commentaries, but 
it does not seem to have been the only factor affecting 
the course of the market. Moreover, it did not come 
directly to Paris as it did to London. It normally 


goes in transit to Prague, and thence it is dispatched 
to a number of markets from which it is redistributed 
in other forms. A few tons were indeed sold in the 
French market, in which the price represents a slight 
premium over the international quotation. If, how- 
ever, the U.S.S.R. should wish to open credits in 
France for the purchase of French goods, it will im 
the final resort have to surrender the metal to the 
Banque de France at the official price. 

The pressure of Russian supplies in the gold mar- 
kets is an addition to the pressure, which has recently 
been on an increased scale, from other producing coun- 
tries now more or less completely liberated from in- 
ternational restrictions. Since September, 1951, the 
International Monetary Fund has left its member 
nations entirely free to sell their production at a pre- 
mium. South Africa alone continued restricting its 
market supplies to 40% of production, and deliveries 
have indeed been even lower than this. The export 
authorization covering shipment of the metal in fine 
bars, given in October, 1953, would have resulted in 
wider sales opportunities, but for some months pro- 
ducers have been refusing to sell at prices which they 
consider inadequate. 


CHOICE OF CANADIAN PRODUCERS 


In Canada, producers have the choice between 
selling in the free market and surrendering their sup- 
plies at the official price together with a government 
bonus. The latter method seems to be preferred on 
account of the dwindling profit on market sales. 

One way and another, the tendency is for gold to 
come to a decreased extent into the free markets 
which, according to recent estimates by Samuel Mon- 
tagu & Company, absorbed only 7.5 million ounces in 
1953 against 12 million ounces in 1952. This has 
helped in the growth in the official reserves of central 
banks. 

Statistics compiled by the Bank for International 
Settlements show that the gold production passing 
into official reserves increased from $130 million in 
1951 to $310 million in 1952. This is shared very 
unequally among the different countries. The re- 
serves, moreover, vary with the extent of the coun- 
tries’ international trade. A fact determining much 
of the character of the period is the fall in the United 
States reserve from $23,252 million in 1952 to $22,091 
million in 1953. Thus $1,161 million in gold passed 
into the central banks of other countries which, in 
addition, received $1,239 million in currency. Accord- 
ing to the bulletin of the Federal Reserve Bank of 
New York of February, 1953, the foreign holdings of 
gold and dollars reached a new record at the end of 
1953, when they amounted to $22,400 million. 

France, for her part, has not derived any direct 
benefit from this redistribution of American gold 
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which has followed the appearance of a debit balance 
in the United States balance of payments. She has, 
however, had dollar credits by way of military aid, 
and part of these resources was applied to cover her 
deficit in the E.P.U. The present resources of the 
Exchange Stabilization Fund are commonly estimated 
at $250 million; and this figure may be doubled by 
the end of the year if commercial exchanges continue 
to develop along favorable lines. 

The free-market quotations for gold having ap- 
proached the official parities, and this development 
having now extended to the parallel currency market, 
the position of the French franc is consolidated. The 
moment may now seem propitious for this state of 
things to be given official form. 


BETWEEN MYTH AND REALITY 


Conditions, however, have not the same formal 
character as they had in 1926, when it fell to the Poin- 
care Government to take the decisions which were 
to lead to the stabilization of 1928. The ideal of the 
gold standard, and convertibility—always dear to 
France—is certainly not a myth but it can hardly now 
be called a reality. The most eloquent of the pleas 
for gold, notably those of M. Charles Rist (in “La 
Défense d’Or,” Sirey, Paris, 1953) stress the need for 
a connection between the restoration of the gold 
standard and the adjustment of the dollar; in other 
words, for a rise in the dollar price of gold which is 
irrationally held at $35 per ounce. 

The possibility of any such change is not to be 
taken into consideration for the time being. The 
United States has repeatedly stated its views on 
the matter, particularly at the meetings of the Inter- 
national Monetary Fund. None the less the over- 
valuation of the dollar against gold is one of the 
causes of the disequilibrium in the international ex- 
changes vis-a-vis the dollar area. The counterpart 
is an undervaluation of gold, which goes some way 
to help in restraining production, and naturally limits 
‘international liquidity which, in consequence, is 
insufficient.. For lack of reserves of metallic gold or 
of currency, there is a delay in the restoration of the 
general convertibility of currencies. It is left to the 
countries concerned to take the necessary decisions 
regarding a return to convertibility, the methods of 
reaching it and the responsibilities involved, as has 
indeed been stated in the report of the Randall Com- 
mission, which postulates simply the granting of 
credits by the International Monetary Fund and the 
Federal Reserve System. 

It may still be asked whether the United States 
contemplates the possibility of a rise in their gold price 
sooner or later. The attempt to make the dollar the 
world’s only monetary measure has proved a failure. 
The Bretton Woods agreements have not been kept 
in operation in their entirety. The overriding im- 
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portance of gold came categorically into the limelight 
during the Korean episode, when quite a number of 
banks even converted their dollar holdings into gold. 
The same influence was felt again more recently in 
the gold settlements made by the U.S.S.R. 


FINDING THE REAL VALUE FOR GOLD 


The fall in the price of gold does not imply that it 
has been abandoned, but rather that it is becoming 
adapted to the new realities. The value of gold is 
tending towards its real value in terms of its mone- 
tary function as a means of exchange, at least in the 
international sphere. It has parted company with the 
erratic quotations of a period of penury and inflation, 
in which it was thought of only as a vehicle of specu- 
lation and as a means of hoarding. This same read- 
justment may well, in the longer run, force itself upon 
the United States, where economic conditions have 
changed greatly since 1934. 


BUSINESS FORECASTS 


The Wall Street Journal (April 28) —“Government officials 
and private economists agreed that the business situation is 
getting better, but disagreed on how substantial the upturn 
may be. 

“Federal Reserve Board Governor A. L. Mills and Assist- 
ant Commerce Secretary Lothair Teetor were more optimistic 
about the long-range prospect than were Walter E. Hoadley, 
economist for Armstrong Cork Company, and Dr. Courtney 
Brown, dean of Columbia University’s Business School... . 

“Mr. Mills . . . said there’s ‘increasing evidence’ of re- 
surgent business activity but that, nevertheless, the Federal 
Reserve should continue to ‘promote’ creation of credit to 
lend impetus to the upturn. . . 

“Mr. Hoadley warned that the next two to five years will 
be an ‘interim period between two booms.’ . . 

“His timetable calls for ‘relatively little further decline’ 
in the immediate future; a ‘strong probability of a moderate 
upturn’ before the end of the year, then the ‘interim period’ 
and finally a ‘much higher boom period’ between 1960 and 
1965.” 

The New York Times (May 6)—“Carrol M. Shanks, 
president of the Prudential Insurance Company of America, 
today scored talk of a recession and predicted that business 
activity in Canada and the United States would top 1953’s 
record level. 

“ “There is altogether too much discussion about recession,’ 
Mr. Shanks told the . . . Association of Canadian Adver- 
tisers. He said consumer purchases this year would exceed 
the high reached in 1953. 

“Mr. Shanks said recent threats of recession in the United 
States had been met by increases in advertising, additional 
sales efforts, price reductions and virtually everything cal- 
culated to spur consumption.” 


Executives Report On: 


EXPERIENCE WITH TAX ACCELERATION 


quired under the so-called Mills Plan—are hav- 

ing an adverse effect upon the operations of 
more than one third of the 198 manufacturing com- 
panies cooperating in this month’s survey of business 
opinion. 

Most large companies, and many smaller ones, have 
been able to comply with the speed-up schedule called 
for by the Revenue Act of 1950 without undue strain. 
But sixty-five cooperators were forced to borrow 
money, defer normal outlays, reduce inventories, or 
take other unusual steps to meet the March 15, 1954, 
tax instalment. And many others point out that even 
though they were not adversely affected, they were 
greatly inconvenienced. They complain of depleted 
cash balances, hardships caused by the concentration 
of tax withdrawals in the first half of the business 
year, and the earlier transfer of tax accruals from 
company to government accounts. 

Although only one third of the companies cooperat- 
ing in this survey are seriously affected by the Mills 
Plan, sentiment runs more than two to one against 
any further acceleration of income-tax collection and 
eventual conversion to a partial pay-as-you-go plan 
as proposed in the tax bill now under consideration in 
the Congress. (See box.) 

Caught in the middle, as it were, between the two 
acceleration programs, many companies would like to 
get back to the four-quarter-payment basis, but are 
unwilling to accept the new pay-as-you-go plan as the 
means to that end. 

Others regard the new plan as a good idea, but ill 
timed. As the president of one steel company puts it: 


ESTED income-tax payments—as re- 


“Tt seems unbelievable that while exerting every effort 
to ease credit in the interest of recovery, Congress would 
pass a bill to take still another big bite out of the corpora- 
tions’ working capital at this time.” 


Because of the cumulative effects of withdrawals of 
tax funds from working capital and the new strains 
imposed by the business recession, others feel that 
experience under the Mills Plan to date offers no 
automatic answer to the impact of continued accel- 
eration under the new plan, either on the individual 
corporation or the economy as a whole. 


EXPERIENCE UNDER THE MILLS PLAN 


Almost two thirds of the companies cooperating in 


this survey report that their working capital positions 
were not materially affected by the most recent tax 
payment under the Mills Plan. In most of these com- 
panies, the March 15 instalment was taken in stride. 

The fact that these companies were able to weather 
the payment without adverse effects was not mere 
happenstance, however. It was the result of a fun- 
damental, but gradual, change in the companies’ 
approach to the problem of paying the taxes. In most 
cases, this involved anticipating and planning for 
payment of taxes ahead of time, rather than dipping 
into cash or borrowing, as had been the practice prior 
to the Mills Plan. 


Tax Funding and Treasury Notes 


Purchase of Treasury notes and other short-term 
government securities, and funding of tax liabilities, 
are the methods most commonly employed to ease 
the strain imposed by the Mills Plan. 

Some respondents learned of the difficulties imposed 
by the Mills Plan the hard way through embarrassing 
experience; others recognized in advance the need for 
forward planning to cushion the shock of the acceler- 
ation schedule. 

The following comments are typical of those made 
by the forty-eight companies that cite tax funding as 
a device which protects against adverse effects under 
the accelerated tax schedule: 


“Our taxes are fully funded so that the impact of tax 
collections on March 15 had no effect on our operations. 
It is true that we could have had more working capital, 
as it was necessary to fund these as a matter of protec- 
tion.”— (Electrical machinery) 

“After our initial experience with the stepped-up rate 
of tax payment on March 15 and June 15, two years ago, 
at which time we were considerably embarrassed, we have 
gone on a strictly pay-as-we-go income-tax program, 
whereby we set aside each month our estimated income- 
tax liability in government bonds so that the money will 
be available when the tax date comes due. This has elim- 
inated the situation which prevailed heretofore, where we 
utilized tax funds for working capital prior to the dates on 
which payment was due.”— (Paper) 


Cheap Credit 


A few companies which were adequately covered 
by tax notes chose to borrow funds for the March 15 
tax instalment because cheap money rates made it 
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more advantageous to hold the Treasury notes until 


a later date: 


“The March 15 tax payment affected us to some degree 
and was provided for by borrowing funds, but not in an 
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few instances the companies borrowed for the first 
time in their history. These reports of financial strain 
come from a relatively high proportion of companies 
in the food, building materials, quarrying and mining, 
leather and apparel groups. 


amount equal to the tax payment due. While we had on 
hand United States tax notes sufficient to cover the March 
15 payment, it was elected not to use the notes until some 
later date.” 

+ & 

“We had all of our 1953 tax liability more than covered 
by United States Government tax notes on hand. This 
current position on taxes was partly due to reduced 
inventories and reduced volume, and also to the large 
retention of earnings which we have accumulated during 
the past decade. 

“It is, however, interesting to note that we borrowed 
money to make part of our March 15, 1954, payment. 
Some of the tax notes pay a larger interest return during 
the last months before maturity than they do in the early 
years, with the result that the effective rate during these 
latter months was higher than the going rate on commer- 
cial borrowing. Therefore, we found it was cheaper to 
keep the tax notes and put them up as collateral for a 
bank loan than to cash the notes in by delivering them 
in payment of our taxes.” 


Favorable Cash Position 


In addition to those companies that refer specific- 
ally to their practice of funding tax liabilities, numer- 
ous other companies give credit to a strong cash posi- 
tion for their ability to meet the March 15 instalment 
without serious impairment of their working capital. 
Some in this group also budgeted, or otherwise antici- 
pated, their tax liabilities but a few were relying on 
temporary surpluses. 


Adverse Effects 


Although most companies cooperating in this sur- 
vey report no specific hardships from the Mills Plan, 
in a third of the companies the adverse effects were 
immediate and severe enough to induce borrowing, 
deferment of outlays, liquidation of inventories or 
other assets, or other unusual measures to conserve or 
restore their cash position. 

The recent decline in business activity, coinciding 
with record tax instalments of 45% each in March and 
June, has jolted many companies into new awareness 
of the siphoning off of working capital and cash re- 
serves that has been taking place. The affected group 
includes a relatively large number of companies whose 
operations have a high seasonal factor, or whose work- 
ing capital requirements are high in relation to their 
fixed capital investment. 


Resort to Short-term Borrowing 


Some forty companies indicate that they were 
forced to borrow or to increase normal short-term 
borrowing to obtain money for March taxes. In a 
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One building material producer, for example, re- 


ports as follows: 


“For the past two calendar years, our corporation has 
been forced to enter money markets and borrow from 
banks in order to meet the tax payments on March 15. 
The Mills Act, in our opinion, is a vicious and badly 
thought-out program, especially in that it does not take 
into account the seasonal character of certain industries.” 


A food company elaborates on the seasonal aspects: 


“In our business all purchases are paid for in cash, and 
the effect of acceleration has been to increase the financial 
strain, since the increased proportion of payments comes 
during our season of heavy production, in the forepart of 
the year when, at times, we have notes outstanding 
equivalent to our net worth.” 


Deferred Investments and Capital Outlays 


Only eight companies report that they modified 


outlays or deferred capital investment because of the 
high tax instalments. As one company observes: 


“While it has not been necessary for us to borrow this 
year, it does not require much imagination to envision a 
period where heavy tax payments in the first half of the 
year will curtail spending for fixed assets, perhaps limit- 
ing such expenditures to the last half of the year.” 


And another company reports: 


“The March 15 payment materially affected our work- 
ing capital position and we have decided to curtail all 
plant expansion and capital expenditures for the first six 
months of 1954. 

“In addition to delaying placing orders for plant im- 
provement and expansion, we are cutting down on our 
purchasing and are definitely reducing our inventories 
and, in some instances, this means we have to cut off 
production.”— (Automobile equipment) 


Other comments on the effect of the Mills Plan on 


investment and capital outlay follow: 


“Tt is impossible to trace any policy with respect to 
expenditures for inventories, or other purposes, to these 
enlarged tax payments early in the year. However, the 
impact of these accelerated tax payments on our cash 
position has undoubtedly had the effect of delaying cer- 
tain capital expenditures which might have been made 
had the cash funds been available.”— (Steel) 

“We have tried to shift into the second six months as 
many of our heavy cash requirements as possible. These 
include our group insurance premiums and our payments 
on the retirement plan, which we pay in six instalments 
over the second six months. Although this helps to some 


(Continued on page 247) 
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Tax Acceleration in Two Stages 


4 be Mills Plan schedule for tax payments, set forth in 
Section 205 of the Revenue Act of 1950, took effect 
in 1951 on taxes accrued in 1950. It provided for a gradual 
forward shift in corporate tax payments from the usual 
four equal instalments paid quarterly over the year after 
the liability was accrued to two equal instalments due within 
six months after the close of the tax year. The forward shift 
under this five-year plan will be completed in June, 1955, 
when companies on a calendar-year basis (about two thirds 


of all corporations) will have their 1954 income taxes paid 
in full. 


The relationship between the Mills Plan and the new 
proposal was set forth in President Eisenhower’s budget 
message delivered on January 21, 1954, together with a 
brief explanation of its purpose as follows: 


“Over the past several years, corporation income-tax 
payments have been gradually shifted forward into the 
first two of the regular quarterly dates. By 1955, the 
entire tax will be due in two equal instalments in March 
and June. 


“The irregularity of the tax receipts increases the prob- 
lems in managing the public debt and is an unsettling in- 
fluence in the money market. The irregularity of tax pay- 
ments also makes it harder for corporations to manage 
their own financing. 

“| recommend that, beginning in the fall of 1955, a 
start be made in smoothing out corporation income-tax pay- 
ments by requiring advance payments in September and 
December, before the end of the taxable year. Each of 
these payments should be made at 5% of the amount due 
for the entire year in 1955, rising to 25% each in 1959 
and later years. 

“These advance payments will require estimates of in- 
come for the year somewhat comparable to those required 
of individuals. Though estimates of profits are difficult to 


Table A: Payment Schedule for Corporation Income Tax 
Under Existing Law and Proposed Provisions 


Calendar-Year Corporations 
(Per Cent of Tax Liability Due Each Instalment) 


Instalments ; i 
Te teasi Res ),| Dine in Current Instalments sige Following 
ceived in Year Total 


Calendar Year 


1950, 2. 30 | 30 | 20 | 20 | 100 
ISS) 22ers 35 | 35 15 15 | 100| » 4 
1952 40 | 40 10 10 | 10'S 8 
tos 45 | 45 5 6 | 100\ == 
a 50 | 50 100 
1955*..2...; 5 5 45 | 45 100) 5 
1956" 5. fs i. 10 10 | 40 | 40 100| 2 
19577). 15 15 35 35 100} £3 
1958*....... 20 20 30 30 100| 2 
1950*:......7.. 25 25 25 25 100} & 


peed oS 3 od OM RN Bat US eee he a el I I AW a 
*Current year instalments applicable to tax liability in excess of $50,000; balance 
due in two equal instalments in following year. 


Sounpes House Report No. 1337, accompanying H.R. 8300, and Tar ConrerENcn 
OARD. 


make accurately, no payments will be required before the 
middle of the ninth month of a business year.” 


The House Ways and Means Committee report accom- 
panying the new revenue bill gives further relevant com- 
ments: 


“Your committee’s bill exempts from the required 
declaration of estimated tax and the new tax payment 
schedule, corporations whose yearly tax liability cannot rea- 
sonably be expected to exceed $50,000. Moreover, it limits 
the current payment requirements to that portion of the tax 
liability in excess of $50,000. Because of these exemp- 
tions, the declaration system in this bill will not affect the 
390,000 corporations whose annual tax liability is less than 
$50,000. It will, however, affect the 35,000 corporations 
with tax liabilities above $50,000. These 35,000 corpora- 
tions account for approximately 90% of corporate income-tax 
liabilities. Thus while the plan leaves more than 90% of 
corporations unaffected, it accelerates the payment of 90% 
of corporate tax liabilities.’’ 


The schedule of tax payments for the five years of the 
Mills Plan, and the contemplated schedule under the first 
five years of the new plan are set forth in table A, as they 
apply to calendar-year corporations. Together, the two 
plans are seen to form a consistent pattern for a six-month 
speed-up in the payment of corporate income taxes, with 
the temporary “lumping” of tax instalments an integral 
part of the pattern. 

At the end of the ten-year period, these corporations 
would be back on a basis of four quarterly instalments, 
but would be paying their taxes a full six months earlier 
than they did in 1950 and prior years. In this catching-up 
process, they would have paid out—and the government 
would have taken in—ten and one-half years’ tax liabilities 
within a ten-year period. 


Accounts Out of Tune 


The acceleration, as shown by table A, is steady and 
continuous over the entire period, proceeding in increments 
of 5%, with forty quarters required to complete the 
pattern. 

Unfortunately, the difference in accounting periods used 
by the government and most corporations tends to confuse 
this simple arithmetic when the two sets of accounts, or the 
two five-year stages, are considered separately. The two sets 
of accounts will be “back in tune” only when the schedule of 
four equal quarterly payments is restored in the fiscal year 
ending June 30, 1960. 

It will be noted that the Mills Plan acceleration (ending 
June, 1955) causes calendar-year corporations to pay their 
taxes earlier in the accounting year, but does not affect 
their total tax disbursements within any calendar year 
(table B) . 


But the effect of these earlier collections on the govern- 
1To avoid confusion the discussion is confined to this group of 


corporations, and no attempt is made to discuss detailed application 
of the provisions on extensions, penalties, etc. 
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Table B: Calculated Disbursements of Tax Instalments 
by Calendar-Year Corporations Under the Two Plans 


Per Cent of One-year’s Tax Liability Paid Out in Each Calendar Year 


Calendar Year March 15} June 15 | Sept.15 | Dec. 15 Total 
550.3 Oe ohecn: 25 25 | 25 25 100 
LOST. 30 30 20 20 100| » 
LOB OM eee 35 35 15 15 100} 3 
oc re 40 40 10 10 | 100/25 
LOGS). Stee la! AG 45 5 5 100} 
OG. pee eee 50 S0m ile 2s ieled cial dln, 
1056 ee 45 45 10 10 110| 3 
IOS7IR Ae 40 40 15 15 110| 3 § 
Tae, erase heirs 35 35 20 20 110/ Say 
TO5OF ten eee 30 30 25 25 110] & 
TORO Mere tees 25 25 25 25 100 


Source: Tue ConrrerEnce Boarp 


ment’s books has been to move them to an earlier fiscal year, 
making a net increase for each fiscal year equal to 10% of 
one year’s tax liability. Thus taxes received (not accrued) 
in each fiscal year add up to a calculated 110% of a year’s 
liability (table C). 

By the end of June, 1955, the “bonus” resulting from the 
Mills Plan speed-up will cease to swell the government’s 
total collections during any one fiscal-year period. As 
pointed out in the Ways and Means Committee report, 
the government would under the new plan merely collect 


Table C: Calculated Receipts of Tax Instalments by 
Government Under the Two Plans 


Per Cent of One-year’s Tax Liability Collected in Each Fiscal Year 


Fiscal od pEeding Sept.15 | Dec. 15 | March 15] June 15 Total 


1900 Sires ce 25 25 25 25 100 


1951204: Sate 25 25 30 30 110 
10526, 2 ea 20 20 35 35 110] 9 
1958- ss ee 15 15 40 40 110}= 3 
1954. A SO 10 10 45 45 | 110;/=5 
198534 225 oe 5 5 50 50 110 
1986 ee 5 5 45 45 100) 5 
1987) 900 a. 10 10 40 40 100/| 2, 
TOSS He woken. 15 15 35 35 100} 3.3 
1950 2 oe 20 20 30 30 100 an 


LOGO edocs over 25 25 25 25 100 


Source: Tue CoNFERENCE BoaRD 


the amount earlier." Calendar-year corporations, on the other 
hand, would in 1955 find the speed-up for the first time 
moving the due dates of tax insalments from one calendar 
year to an earlier calendar year, with the result that taxes 
disbursed (not accrued) in each calendar year through 1959 
would add up to a calculated 110% of a year’s liability 
(table B). 


1Except for an estimated $150-million annual increase resulting 
from the shifting forward of tax instalments paid by corporations 
which pay taxes on a fiscal rather than a calendar-year basis. 


(Continued from page 245) 


extent, it does not completely solve the problem.”— (Auto- 
mobiles and equipment) 


Effect on Placing Orders, Inventory 


Comparatively few companies feel that the enlarged 
tax payments have interfered seriously with either 
placement of new orders or normal inventory prac- 
tices. Only nineteen cooperators admit to some pos- 
sible delay in placing orders, while fourteen indicate 
that tax needs might have influenced them to reduce 
inventories to some extent. By far the most common 
comment about the effect of the Mills Plan upon in- 
ventories and the placement of new orders, is that: 


“The enlarged tax payments have not retarded our 
placement of orders nor caused us to reduce inventories 
below normal levels, nor have they affected in any other 
way our normal business operations.” 


Comments regarding adverse effects on placement 
of orders and inventories follow: 


“The accelerated tax payments certainly have caused 
us to curtail a little the orders we place, and to reduce 
slightly the normal inventories we carry.” 


“The enlarged tax payment has retarded our place- 
ment of orders but has not affected our normal business 
operations in other respects.” 


JUNE, 1954 


“In order to improve our cash position it was necessary 
to reduce inventories. To accomplish this, production 
was curtailed by reducing the workweek from five to four 
days.” 


Effect on Customers 


Few companies admitting to some tax influence on 
their own operations ascribe any decline in their sales 
to the tax difficulties of their customers. Of the 166 
companies replying to this query, 141 join in the gen- 
eral opinion that there was no drop in new orders 
which could be “fairly attributed to the effect of ac- 
celerated tax payments on the cash position of cus- 
tomers.” 

Some respondents report a slowness in collections 
but are not inclined to rate it as a very significant 
factor or one closely tied to the acceleration, as 
distinct from the level, of tax bills. 

Many companies point out the obvious difficulty of 
isolating the effects of accelerated tax payments from 
other factors: 


“The drop in new orders may be partially attributed to 
the accelerated tax payments, but it is my belief that the 
more potent effect is excess inventory in the hands of 


our customers.” 
* & & 


“While we have noted a drop in new orders, we do not 
believe that the drop is occasioned by the effect of ac- 
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celerated tax payments on the cash position of our cus- 
tomers. But we have also noticed a slowing down of 
collections against our accounts receivable. This is very 
likely due in some degree to the accelerated tax payments.” 


Long-term Influence on Working Capital 


The extent and seriousness of the drain on corpo- 
ration working capital cannot be measured solely by 
the number of companies reporting serious trouble in 
meeting current tax instalments. Many of the com- 
panies which report no adverse effects from the most 
recent tax payment point out that the plan does, over 
the long-term, impair their working capital position. 

One cooperator reports: 


“In terms of our average working capital over the 
past four years, the Mills Act will have taken almost 
exactly one third of our working capital. 

“For the first time in my experience, we expect to 
be forced to borrow to pay our taxes next fall. Three 
things have hit us simultaneously: 

“1. Substantial payments for expansion and improve- 
ments undertaken during the past two years. 

“Q, Reduced earnings as a result of a decline in ship- 
ments of approximately 25%. 

“3. Accelerated tax payments under the Mills Act. 

“The combination of these three has reduced our cash 
and working capital to a point that has definitely delayed 
placement of orders for badly needed new equipment.” 


New financing was necessary for other companies 
experiencing a similar decline in working capital: 


“Whereas in the past our bond issues have been pri- 
marily for capital expenditure purposes, our recent issues 
have also included the factor of increased working capital 
required on a fairly long-range basis because of (a) infla- 
tion, (b) expansion, and (c) accelerated tax payments.” 


Companies that have adopted tax planning and 
funding of liabilities as a means of meeting the accel- 
erated tax instalments find that this is not a complete 
answer to the drain on working capital and cash re- 
serves. One company writes: 

“The accelerated income tax payments required by the 
Mills Act present very definite difficulties to us in our 
financial planning. While it is impossible to isolate and 
particularize the effects, and while we are attempting to 
cushion these effects through the purchase of tax anticipa- 
tion notes, a substantial cash payment in addition to the 
tender of notes was required to meet our March 15 instal- 
ment; and we face an extremely heavy cash drain to cover 
our June 15 instalment.”— (Instruments and controls) 


WHOSE MONEY? 


Some few companies, hit by the earlier transfer of 
tax funds, regard the accelerated schedule as an unfair 
raiding of the company’s funds—an unwarranted at- 
tempt on the part of government to shift its own short- 
term financing problems to the corporations. 


The “whose money” dispute becomes really acute, 
according to some cooperators, when it is a question 
of pay-as-you-go collections on estimated profits. 
Most of the companies, however, recognize the tax lag 
as a privilege they have long enjoyed, and are quite 
prepared to accept the principle that they should 
find alternative funds to compensate for the loss of 
tax accruals from their working reserves. 

One respondent puts it on the basis of mercy, not 
justice, when he says: 


“As the tax payable this year is on last year’s income, 
it is a little hard to argue that the payment should be 
deferred. Our plea is rather one of mercy; 7.e., let us use 
the money as long as possible to avoid the impact of tax 
payment on our working capital. Where profits and rates 
are the same from one year to the next and payments 
allowed over the four quarters of the following year, we 
are able to obtain from each new quarter of operation 
the cash with which to pay the tax for the same quarter 
of the previous year. In the past the government has 
indicated in a number of ways that it wishes to make tax 
collection as painless as possible and certainly four quar- 
terly payments in the year following the taxable year is 
about as painless for corporations as any justifiable 
method could be.” 


Other comments run as follows: 


“Because of the Mills Plan, the government no longer 
provides us with cash that is roughly equivalent to a 
year’s tax liability. Fortunately, we had enough cash so 
that we did not have to engage in Mills Plan borrowing.” 

* & & 

“In general, it was fine for us in industry to be using 
Uncle Sam’s tax money instead of paying interest upon 
borrowed funds. However, as ones who are extending 
credit, certainly we would be reluctant to ship our prod- 
uct on such long terms as the Federal Government for- 
merly has given to us.” 

* & & 

“Since we have not used the government’s money, so 
to speak, for many years, the Mills Act has not affected 
our working capital position adversely.” 


WHAT ABOUT FURTHER ACCELERATION? 


Further acceleration of income-tax payments is op- 
posed by nearly two thirds of the executives express- 
ing an opinion on the proposed tax-payment schedule. 
Of the 153 companies commenting, eighty-seven are 
definitely opposed, while an additional thirteen con- 
cede some merit in the plan but are not in favor of 
its enactment as law. Of the fifty-three voicing ap- 
proval, only thirty-two give unqualified support to 
the plan, while the remaining twenty-one agree with 
the objective of the proposal, but not in its present 


form. 
Unfavorable Comments 


Although many arguments are presented against 
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the President’s proposed acceleration plan, in general 
they fall in one of three categories: 


e The program would deplete working capital, with an 
attendant curtailment of capital improvements and ex- 
pansion. 

© Estimates of profit required under the plan would be 
difficult to make. 

e The program would require payment of five and one- 
half years’ taxes in a five-year period. 


Working Capital 


The most common complaint of cooperating execu- 
tives about the new acceleration plan deals with its 
effect on working capital. Many companies point out 
that if the program is adopted, affected companies 
will have to expand their holdings of cash (through 
some means as retained earnings, capital stock issues, 
borrowing, or failure to spend all amounts set aside 
for depreciation) to offset the additional drain. 

Moreover, as several cooperators point out, a policy 
of providing full coverage for an income-tax liability 
results in a sterility of corporate working capital. As 
one executive puts it: 


“The unfortunate part about it is that the extra cash 
funds that will be required under the new proposal will 
not provide any income.” 


Many companies cooperating in this survey are not 
in favor of the proposed plan because they have be- 
come accustomed to counting on unpaid taxes as part 
of their cash reserves. “If the President’s plan is 
adopted,” says one executive, “there will be another 
sharp reduction in cash that corporations can derive 
from their tax accruals.” 

The effect of the proposal on the general economy is 
a source of concern to many executives. They point 
out that any drain on working capital will tend to be 
deflationary until such time as a balance in income- 
tax payments is reestablished. And others point out 
that earlier tax outlays would lead to curtailment of, 
and lag in, needed capital improvement and expan- 
sion. 

Estimating Income 


The difficulties of estimating profits, as would be 
required under the acceleration proposal, are cited by 
many executives who oppose the new plan. It is felt 
that the proposal will work undue hardship on most 
companies involved by requiring tax payments— 
based on estimates of inventories, depreciation, collec- 
tion of receivables, and sales—before the final data 
pertaining to the taxable year are available. An oil 
company treasurer reports: 


It would be extremely difficult to determine, to the 
required accuracy, the total corporate tax liability by 
September of the year in which it is incurred. June or 
July figures would probably be the latest available in 
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time for preparation of the tax return, and unknown 
final-quarter demand and price swings could effectively 
invalidate the September estimate. In our opinion the 
proposal is impractical and adds greatly to the taxpayer’s 
administrative burden.” 


Other executives point out the difficulties for the 
government as a result of estimating net income: 


“It is conceivable that in a particular year estimating 
could result in the Federal Government receiving very 
substantial tax payments, in the aggregate, which would 
have to be refunded later in the government’s fiscal year. 
While the swings in the government income, between the 
first and last six-month period of its fiscal year, might not 
be quite as great as they are likely to be under the present 
Mills Act, they still could be very wide.”— (Paper) 


A building materials manufacturer points out the 
difficulties that would confront a seasonal business: 


“Our earnings fluctuate from the first half to the sec- 
ond half of the year so much that it is virtually impossible 
to make accurate estimates at the middle of the year as 
to what the total year’s taxable income will be.” 


Tax Bonus 


Several executives commenting on the new tax pro- 
posal express the opinion that, because tax payments 
would be at 110% of annual liability over the five- 
year period of adjustment, the government would re- 
ceive a “bonus” of one-half year’s tax. They add that 
they feel “this is a temporary expedient to improve the 
cash position of the government and will lead to 
higher taxes.” The vice-president of a railroad equip- 
ment company elaborates on this point: 


“Added to the Mills law, the proposal would mean 
billions of additional receipts for the Federal Govern- 
ment over a ten-year period. When 1960 comes around 
and the acceleration of receipts stops, what will happen? 
The Federal Government then must find some way to 
make up for the drop in income.” 


Other Objections 
Other reported objections to the proposal are: 


elt is basically in conflict with the rest of the tax 
revision bill, which is designed to ease taxes and stimulate 
business activity. 

e Shortening of the usual tax credit period would dis- 
rupt normal practice and reduce interest costs of the gov- 
ernment at the expense of business. 

e It would handicap small and growth companies and 
put more strain on financing some businesses. 

e The new proposal includes no “forgiveness” feature 
as was given to individuals. 

e The proposal is a prelude to a complete pay-as-you-go 
scheme. 


Favorable Comments 


Although they are definitely in the minority, many 
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executives report that they feel the advantages of the 
proposed tax-payment plan outweigh any possible 
disadvantages. 

Some companies in this group state that they are 
already on an informal pay-as-you-go plan because of 
their practice of funding tax liabilities as they accrue. 
And others say that they feel most companies will 
be able to adjust satisfactorily with a minimum of 
disruption, once the change-over has been made. As 
the treasurer of a metal products company says: 

“All in all, it does not seem to me to be too serious 

a matter, particularly if we can look forward to a long 

period of low interest rates, which seems more or less 

inevitable. In that case, the need for additional work- 
ing capital for tax payments can be met at a fairly low 
cost.” 


And a petroleum executive says, bluntly: 

“Other than the natural reluctance on the part of any 
corporation to give up substantial amounts of cash at an 
earlier date, we see no valid argument against the changes 
suggested.” 


In general, arguments favorable to the new proposal 
break down into: 


e The plan would be beneficial to the government and 
the economy in general. 

e The program would be based on the desirable prin- 
ciple of pay-as-you-go. 

e It would lead to better internal planning in affected 
companies. 


Benefit Government and the Economy 


The fact that the new proposal would be beneficial 
to the government, and to the economy as a whole, is 
its most favorable aspect, according to reporting 
executives. Several point out that the present sched- 
ule of corporate income-tax payments is “upsetting to 
the general economy. It causes an uneven flow of re- 
ceipts into the Treasury, with the result that in the 
last half of the calendar year the Federal Government 
runs a substantial deficit, while in the first half of the 
calendar year receipts outrun expenditures. Conse- 
quently, the impact of this schedule of payments is in- 
flationary for the last half of the calendar year and 
then it is deflationary. The new proposal would tend 
to even out the flow of corporate income-tax receipts.” 

Another factor which several executives believe 
would be beneficial to the general economy is that, in 
the event of a decline in business and profits, com- 
panies would be in somewhat better shape by having 
their tax payments fairly current. The vice-president 
of a textile company says: 

“Industry will find that it is in a healthier position 
because of the smaller average annual current liabilities.” 


Another executive cites Canadian experience: 
“Our Canadian subsidiary has for some time been op- 


erating under the provision of Canadian law, which 
requires that tax payments for a year be completed by 
June 15 of the following year. We find it a completely 
workable scheme. 

“Tt is my opinion that the eventual setting up of such 
a system in the United States by the Federal Government 
would be, in the long run, in the interest of our economy. 
If corporations more nearly paid their income taxes in 
respect to given earnings at the times those particular 
earnings were being realized, instead of a year later, then 
one of the things which tends to cause a slight downturn in 
business to generate a still larger downturn would be 
removed. Under our present system, a corporation that 
has impaired earnings in year two will be still paying 
off its taxes of year one, and these taxes will be out of 
proportion to the rate of profit in year two. Further- 
more, if in year two a corporation has greater profits than 
in year one, it will be paying the smaller taxes incident 
to the low profits of the first year. It seems to me 
probable, or at least possible, that this lag in tax pay- 
ments would have a tendency to cause greater than nor- 
mal corporate expenditures for capital goods, and so 
forth, when profits are on the uptrend and less-than- 
otherwise expenditures for capital goods, and so forth, 
when profits are on the downtrend. In other words, the 
lag of tax payments would tend to accelerate an upswing 
and also accelerate a downswing.” 


Approve Pay-As-You-Go Principle 


The feeling that industry, like individuals, should 
pay taxes on income as it is earned, is prevalent among 
many reporting companies which favor the plan. 
These executives point out that “there is as much 
justification for corporations paying, at least partially, 
their tax liabilities currently as there is for individuals. 
Both meet the sound financial objective, from the tax 
collector’s point of view, of ‘getting while the going is 
good.” 

An instrument company elaborates on this phil- 
osophy: 

“We can see no reason why any corporation could not 
provide for payment of taxes within a six-month period. 
Personally, I have never been able to understand why 
an individual must settle his tax matters within seventy- 
five days from the close of the year, whereas a corporation 
has nine months’ more time.” 


In addition to the fact that the proposal would put 
corporations more nearly on the same basis as indi- 
viduals, several executives like the new plan because 
it would reduce the use of the government’s money by 
companies. An executive of a textile manufacturer 
is typical of this group: 

“We are in favor of prompt payment of taxes and have 
always disapproved of the government financing such 


obligations on a long-term basis, as has been done in the 
past. 


And an automotive equipment executive says: 
“If some means could be found to do it, we probably 
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should pay each year’s income-tax liability in the current 
year. . . . Business is entitled to a reasonable time 
interval within which to turn profits into cash to meet 
the income-tax liability. But six months seem more 
than adequate for that purpose. Let’s reduce the tax 
and pay it faster.” 


Better Internal Planning 


Several reporting executives feel that the Presi- 
dent’s proposal would bring about better internal plan- 
ning in affected companies. In some cases, this would 
result from a leveling out of the working capital re- 
quirements: 


“We feel that this proposal has some merit from the 
standpoint of scheduling working capital in that the equal 
tax payments (after 1959) would lessen the large March 
and June cash demands required by the present law.” 


In other cases, “improved planning would derive 
from more level borrowing requirements.” Some ex- 
ecutives report that they feel the proposal will force 
management to plan: 


“The proposal would serve very well to get us out of 
thinking in terms of ‘extraordinarily extended credit,’ and 
it seems to me that the discipline of this might react, in 
the long run, to force better industrial planning and man- 
agement.” 


HORNS OF A DILEMMA 


A large body of cooperators indicate they do not like 
either the Mills Plan or pay-as-you-go. Although they 
are in substantial accord with the idea of leveling out 
tax instalments and getting rid of the “lumping” 
brought about by the Mills Plan schedule, they are 
not in favor of the prospect of estimating and prepay- 
ing taxes and further acceleration. 

To overcome their objections, several suggestions 
are made. Some companies mention the idea of a 
“forgiveness” provision, such as was used in placing 
individual income taxes on a pay-as-you-go basis. 
Others suggest the postponement of further acceler- 
ation until some future time when the business trend 
is up, or is at least on an even keel. 

The restoration of four quarterly payments without 
tax acceleration is urged by many companies that op- 
pose the plan as presented. 

The Canadian plan outlined above is also com- 
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mended by another cooperator, with the suggestion 
that it might be permitted on an optional basis: 


“We believe it would be desirable to spread the pay- 
ments over the year, even though theoretically this does 
not allow you the use of the money quite as long. I do 
not believe it practical to require an estimate as has been 
suggested. I do think it practical to handle the problem 
as they do in Canada. I realize that such a plan might 
be impractical for businesses which do not calculate their 
tax currently. On the other hand, I see no reason why a 
company that does could not be permitted to pay on this 
basis. In my opinion, spreading the load equally over 
the full year makes for better financial management.” 


One cooperator, a paper manufacturer, offers a 
tentative proposal for coping with the refund prob- 
lem, which he foresees as a major difficulty under the 
new proposal: 


“There is a possibility of considerable complexity in 
payment of tax or claims for refund, if payments on the 
current year’s earnings are established during the year in 
which the earnings are made. Since a good first six months 
can very easily be canceled out by a bad second six 
months, taxes paid on the first six months’ earnings would 
have to be refunded pretty rapidly if the last six months 
were operated at a loss. Possibly a way to handle this 
would be for the government to provide tax notes, which 
could be purchased against earnings during an earning 
period, but of such a nature as to provide immediate 
conversion to cash if loss operations canceled the tax 
liability.” 

Still another suggests that if the plan is to be put 


into effect at all, it should be modified in the following 
respects: 


“1. The transition period should be extended from five 
to ten years. 

“Q. The President should be given the authority to 
extend or suspend acceleration if he believes it has an 
adverse effect on the economy. 

“3. Interest on underestimates should be reduced to 4% 
so that in a case in which a corporation has difficulty in 
meeting payments from its own funds or by borrowing 
it will not have to pay interest in excess of going 
rates.”— (Railroad equipment) 


Enw Barp Lovetu 
G. CLiarK THOMPSON 
Division of Business Practices 


Business Book Shelf 


A New Map of the Americas—This general-purpose map 
has been newly compiled from up-to-date sources and is 
printed in ten colors. Water features are in blue, and 
elevation zones in green and brown. Cities are classified 
according to population, and principal railroads and motor 
roads are shown. Scale, 1:12,500,000 (one inch=about 200 


JUNE, 1954 


miles). Size, 84” x 61”. Four inset maps (one inch—1,000 
miles) show cities and transport, agricultural land use, mois- 
ture regions, and national vegetation. The American Geo- 
graphical Society, Broadway at 156th Street, New York 
82. 1953. $2.50 (folded); $3.00 (rolled); $3.50 (waterproof 
latex paper); less 25% to Fellows. 


Business Sales 


Industrial Production 


140 5! 
130 48 
120 45 
110 
1952 1953 1954 ge 1952 1953 1954 
Index numbers, 1947-1949=100 Billions of dollars, seasonally adjusted 
Percentage Change 
Item Latest Month | Latest Month 
Aprilp over over 
Month Ago Year Ago 
Production and Business Activity— 

Industrial production total (S)............. 1947-49 = 100 123 0 -9.6 
Durablewoodsy(S); = .erecuieus <uic.sos< bake | 1947-49 = 100 135 135 139 155 0 -12.9 
Nondurable goods (S)...........0.0.0e0s | 1947-49 = 100 113 113 113 121 0 6.6 
Minerals(S)e...B. tt roe nc ee ere | 1947-49 = 100 112 113 113 115 —0.9 —2.6 

Consumer durables (S)!.................4. 1947-49 = 100 124 120 123 148 +3.3 -16.2 

Machine-tools*«.. scccth kala. ea tatoo bes | 1945-47 = 100 302.6 327.2 $23.1 $72.7 -7.5 -18.8 

Construction contracts awarded, residential*| million dollars 796 668 509 674 +19.2 +18.1 

Construction contracts awarded, other?..... million dollars 896 860 712 1,068 +4.2 -16.1 

Retailsalesi(S) oe eters Os SP | million dollars 14,285 13,813 13,972 14,280 | +3.4 0 

Retail inventories (S)4.................... million dollars n.a. 22,564 22,421 21,981a) +0.6 +2.7 

Department store sales (S)................ 1947-49 = 100 107 105 109 110 +1.9 —2.7 

Department store inventories (S)‘.......... 1947-49 = 100 n.a@, 121 119 122 +1.7 -0.8 

Manufacturing sales (S)................... million dollars 24,400 24,100 23,620 26,358 +1.2 —7.4 

Manufacturing inventories (S)*............ million dollars 45,300 45,80 46,115 45,164 -1.1 +0.3 

Manufacturing new orders (S)............. million dollars 23,100 22,900 22,016 25,681 +9.9 -10.1 

Manufacturing unfilled orders‘............. million dollars 51,800 53,200 54,684 74,895 -2.6 -30.8 

Carloadingstotal’n2.e.325 ARs thousand cars 620 603 616 748 +2.8 -17.1 

Carloadings, miscellaneous®................ thousand cars 339 332 333 388 +2.1 —12.6 

Prices, Wages, Employment— 

Basic commodity prices’.................. 1947-49 = 100 : 88.0 z +3.0 +5.1 

Wholesale commodity prices, all........... 1947-49 = 100 111.1 110.5 110.5 109.4 +0.5 +1.6 
Farm... Mepareticn Ghats i ste te rote apa tietek Ga cotnerttets 1947-49 = 100 99.8 98.4 97.7 97.8 +1.4 +2.6 
Industrial. .... pevehatova\lahe epaVeleMetenstae ataterald otal 1947-49 = 100 114.6 114.2 114.4 113.2 +0.4 +1.2 
Consumers’ price index.................. 1947-49 = 100 114.6 114.8 115.0 113.7 —0.2 +0.8 
Farm parity price ratio.................. 1910-14 = 100 91 90 91 92 +1.1 = ee | 
Non-agricultural employment............. thousands 54,522* 54,225 * 54,351* 55,158 +0.5 n.a,* 
Unemploynient 2 ee thousands 8,465 * 3,725* 3,671* 1,582 -7.0 n.a.* 
Factory employment (R)................ thousands 12,561 12,813 12,906 13,939 —2.0 -9.9 
Average weekly hours worked, manuf’ing(R)|| number 39.0 39.5 39.6 40.8 -1.8 aioe 
Average hourly earnings, manufacturing (R)j| dollars 1.80 1.79 1.80 1.75 +0.6 +2. 9 
Personal income (S)’.................000- billion dollars n.a. 282.8 283.0 283.6 0.1 -0.3 

Finance and Government— 

Bank debits, outside New York City’....... million dollars 56,477 mt 0:4 

Business loans® Ree ee} CP eee: Pa million dollars 22,451 22,682 22,549 23,228 -1.0 -8.3 

Consumer instalment credit outstanding‘. . .|| million dollars n.a. 20,900 21,151 19,391 -1.2 +7. 8 

Privately held money supply‘.............. billion dollars n.a. 195.2 197.4 191.0 ey +2. 2 

Federal budget receipts................... million dollars 2,751 11,434 5,444 2,776 ~75.9 0.9 

Federal budget expenditures............... million dollars 5,296 5,555 4,707 6,463 4.7 18,1 

Defense expenditures...................: || million dollars 3,826 3,980 3,782 4,725 -3.9 -19.0 

Federal budget surplus or deficit, cumulative] million dollars —4,842 —2,297 —-8,176 ~7,925 } 

1Output of major consumer durables 5A verage of 22 daily s i i 

ie = a core 

; centers mployment, hours, and earnings have been adjusted to Ist juarter, 1953 
End of month 9A vera f Wednes ‘ ® . a 
bee xeaniatl Crom uly Ttoendotinont indicated SURGRIMMES lve Sei not comparable to data shown prior to January, 1061 


*1954 data based upon new sample; not directly comparable to earlier data 


‘rees: Association of American Railroads; Bureau of Agricultural Ec: ics; B istics; : 
National Machine Tool Builders Association; Treasury Departiecty Pee Gonras tena heer Statistics; Department of Commerce; F. W. Dodge Corp.; Federal Reserve; 
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